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1 INTRODUCTION

Direct Testimony of Marylee Diaz Cortez
|
|
|

g Q. Please state your name for the record.

4 |A. My name is Marylee Diaz Cortez. | am a Certified Public Accountant. |

5 am the Chief of Accounting and Rates for the Residential Utility Consumer

6 Office (“RUCQ”) located at 1110 W. Washington, Suite 220, Phoenix

7 Arizona 85007.

8

9 |AQ. Please state your educational background and qualifications in the utility
10 regulation field.

11 (A Appendix |, which is attached to this testimony, describes my educational

12 background and includes a list of the rate case and regulatory matters in
13 which | have participated.

14

15 | Q. Please state the purpose of your testimony.

16 | A. The purpose of my testimony is to present recommendations resulting
17 from my review and analysis of Black Mountain Sewer Company’s (“Black
18 Mountain” or “Company”) request for an increase in rates.

19

20 Q. Please describe your work effort on this project.

| 21 [ A | obtained and reviewed data, and performed analytical procedures
|

% 22 necessary to understand the Company's application. My
‘ 23 recommendations are based on these analyses. Procedures performed

| 24 included the formulation and analysis of several sets of data requests, the
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review and analysis of Staff requested data, as well as a review of annual

reports and prior Commission decisions.

Q. What areas will you address in your testimony?

A. | will address rate base. RUCO witness William Rigsby will address the
remaining issues of operating income, cost of capital, rate design, as well
as sponsor RUCO’s recommended revenue requirement.

Q. Please identify the exhibits you are sponsoring.
| am sponsoring Schedules MDC-1 through MDC-6.

SUMMARY

Q. Please summarize the recommendations and adjustments you address in
your testimony.

A. | address the following issues in my testimony:

Scottsdale Wastewater Treatment Capacity - This adjustment corrects the

fallacy that this intangible asset is an "operating lease” and properly
reflects the Scottsdale Capacity as a depreciable rate base asset.

Post-test-Year Plant - This adjustment removes post-test-year line

extensions from rate base and includes the post-test-year cost of

replacing a sewer chlorination system.




10

11

12

13

14

15

16

17

18

19

20

21

22

Direct Testimony of Marylee Diaz Cortez
Docket No. SW-02361A-05-0657

Accumulated Deferred Income Taxes - The adjustment decreases rate

base by $161,250 to include Black Mountain's allocated portion of
Accumulated Deferred Income Taxes.

Working Capital - This adjustment decreases the Company's requested

level of working capital to reflect the fact that customers are required to

prepay their sewer bill.

RATE BASE

Rate Base Adjustment #1 - Scottsdale Wastewater Treatment Capacity

Q.

Please discuss the Company's proposed ratemaking treatment of the
Scottsdale Wastewater Treatment Capacity (Scottsdale Capacity).

The Company proposes to pretend that the capacity rights that it owns in
Scottsdale's Wastewater Treatment Plant were, in fact, an operating
lease. As a result, the Company has made a pro forma calculation that
imputes a hypothetical operating lease expense of $189,622, and seeks

recovery of this "expense" from ratepayers.

Why has Black Mountain proposed this hypothetical accounting for the
capacity rights it owns in the Scottsdale Wastewater Treatment Plant?

The Company's testimony offers no explanation for its proposed operating
lease treatment of the capacity rights. However, it appears that the
Company's proposal may be based on a 1996 Boulders Carefree Sewer

Corporation decision where the Commission authorized an "income
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1 statement methodology™ for the ratemaking treatment of the capacity
| 2 rights.
3
‘ 4 |AQ. Did Boulders Carefree Sewer Corporation actually have an operating
5 lease with Scottsdale in 19967
6 |A. No. Boulders Carefree Sewer Corporation purchased the Scottsdale
7 Treatment Capacity from the City of Scottsdale with the proceeds of a loan
8 from its parent company--Boulders Joint Venture. Thus, the "operating
9 lease" treatment was a fallacy even at that time.
10
11 [ Q. Is the "operating lease" treatment an even greater fallacy today?
12 [ A Yes. Boulders Carefree Sewer Corporation no longer exists, nor does the
13 loan that Boulders Joint Venture made to Boulders Carefree Sewer
14 Corporation to purchase the capacity. Thus, any nexus that might have
15 led to the "operating lease" treatment authorized in Decision No. 59944 no
16 longer exists. Algonquin Water Resources of America, Inc. (“Algonquin”)
17 purchased the stock of Boulders Carefree Sewer Corporation in March
18 20012. The purchase was financed with equity from Algonquin, and debt
19 in the form of promissory notes from Black Mountain to Algonquin.
20 Together, the debt and equity are the capitalization that supports the
21 assets of what is now Black Mountain Sewer Company. Black Mountain
22 has no "lease" with Scottsdale, but rather has an asset on its balance
! Decision No. 59944 at page 6.
% See the testimony of William A. Rigsby for more background on Algonquin.
4
|

—
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sheet for the Scottsdale Capacity, and a combination of debt and equity

that support it.

Q. How are assets and debt/equity appropriately treated under rate of return

regulation?

A. Assets, if used and useful and prudent, are included in rate base. Debt

and equity are included in the capital structure upon which a fair rate of
return is calculated. Depreciation on the assets is included in utility
operating expenses. Tax deductions for the interest expense on the debt
are included in the income tax expense calculation, and taxes on the
utility's earnings on its assets are included in the Gross Revenue
Conversion Factor. The rate of return regulatory model is designed to

provide full recovery of, and return on all of a company's assets.

Q. Have you made an adjustment to the Company's proposed "operating

lease" accounting?

A. Yes. As just discussed, this "operating lease" accounting was a fallacy

when authorized in 1996 for Boulder Carefree Sewer, and is an even
greater fallacy today for Black Mountain. Accordingly, Mr. Rigsby in his
Operating Income Adjustment #1 removes this $189,622 fictitious "lease
expense" shown on Back Mountain's income statement. My Rate Base
Adjustment #1 makes the appropriate adjustments to the rate base to

provide rate recognition of these assets.
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Q.

Specifically describe the rate base adjustments necessary to afford this
asset the appropriate rate recognition.

As shown on Schedule MDC-3, four rate base adjustments are necessary
to afford the appropriate rate treatment of the Scottsdale Capacity. The
first adjustment is to increase Gross Plant in Service by $1,913,706 to
recognize the original cost of the Scottsdale Capacity purchased in 1996

and the original cost of the additional capacity purchased in 1997.

The second adjustment increases accumulated depreciation by $778,111
to reflect the cumulative effect of the Company's 5% depreciation rate over

the ensuing years sihce the capacity purchases.

The third adjustment increases the Contribution in Aid of Construction
(CIAC) balance by $453,706 to include CIACs that were specifically
utilized to fund the capacity purchases. This portion of the adjustment is
necessary because the Company had made a pro forma adjustment to
remove these CIAC balances as part of their "operating lease" ratemaking
treatment. Since | have appropriately afforded rate base treatment for the
Scottsdale Capacity, likewise it is appropriate to include the CIAC

balances that support that capacity in rate base.
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The fourth adjustment increases Accumulated Amortization of CIAC by
$184,528 to reflect the cumulative effect of a 5% amortization rate over

the ensuing years since the capacity purchases.

Q. How does using the correct rate of return methodology vs. the Company's
"operating lease" methodology affect the revenue requirement?

A. Use of the correct rate of return ratemaking methodology has the affect of
decreasing revenue requirements when compared with the Company's

"operating lease" methodology.

Q.  Why s this so?

A. Aside from the fact that the "operating lease”" methodology was a
complete fallacy, its greatest shortcoming is that it doesn't give ratepayers
credit for the portion of the Scottsdale Capacity that they have paid over
the years. While ratepayers are paying for 5% of this plant capacity each
year through ‘"operating lease" expense, the "operating lease"
methodology never provides credit for the portion of the capacity that
ratepayers have already paid for. When the correct ratemaking
methodology is used to account for this capacity, that credit is reflected in
the Accumulated Depreciation balance that serves to decrease rate base
and, in turn, decrease rates. The "operating lease" methodology robs

ratepayers of this credit.
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Q. Are there any other adjustments that are necessary to reflect rate of return
ratemaking for the Scottsdale Capacity?

A. Yes. RUCO has increased depreciation expense to include depreciation
of the Scottsdale Capacity, and computed the appropriate income tax
effects. These adjustments are discussed in RUCO witness William A.

Rigsby's testimony.

Rate Base Adjustment #2 - Post-Test-Year Plant in Service

Q. Is the Company requesting any post-test-year plant in service?

A. Yes. The Company is requesting $94,297 in post-test-year plant
additions, of which $24,706 is related to line extensions and $69,590 is for

the replacement of defective chlorination equipment.

Q. Do you agree with these pro forma adjustments?
No. As a general policy, RUCO does not agree with the rate base
recognition of post-test-year plant because of matching problems. In the
instant case, that problem is further aggravated by the fact that some of
the post-test-year plant is line extensions, which will create additional

revenue, causing further matching problems.
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Q.

Even in those cases where the Commission has allowed rate base
treatment of post-test-year plant, has it done so for revenue producing
plant?

No. The Commission has consistently limited post-test year plant to non-
revenue producing plant, specifically because of the inherent matching

problem with revenue producing plant.

Please discuss the other post-test-year project fhe Company is seeking
recovery of.

In December 2003, the Company made a determination that its existing
chlorine gas system was malfunctioning, had become dangerous, and
needed to be replaced. During the test year the Company took bids on
the replacement, and the work was subsequently completed after the end
of the test year. In its application, the Company estimated the completion

cost at $69,590. The actual completed cost was $85,699.

What are you recommending regarding the pro forma post-test-year plant?
| recommend that the post-test-year line extensions be excluded from rate
base. These plant items are revenue producing and will result in
ratemaking mismatches. | recommend the rate base inclusion of the post-
test-year chlorination system. While RUCO does not generally support
post-test year plant, in this case there are safety issues involved, which

warrant an exception to RUCO's policy.
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Q.
A.

What adjustment have you made?
As shown on Schedule MDC-4, the net effect of disallowing the line
extensions and increasing the cost of the chiorination system to actual

cost is a $8,597 decrease in rate base.

Rate Base Adjustment #3 - Accumulated Deferred Income Taxes

Q.

What amount of Accumulated Deferred Income Taxes (ADIT) has Black
Mountain included in rate base?

Black Mountain's requested rate base reflects a zero balance for ADIT.

Why are there no ADIT balances; doesn't Black Mountain take advantage
of accelerated tax depreciation?

| asked the Company this question in RUCO data request 2.7. The
Company responded that it files a consolidated tax return with its parent
company, and that consolidated ADIT balances do reside on the parent
company's books. However, ADIT is not recorded on Black Mountain's

books.

Is Black Mountain the only Arizona utility that files a consolidated tax

return?

No. Most of Arizona's large utilities, as well as many smaller utilities, have
parent company structures and file consolidated tax returns.  These

include Arizona-American Water Company, Arizona Water Company,
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Arizona Public Service Company, Tucson Electric Power Company, and

Qwest Corporation.

Q. Do these other utilities that file consolidated tax returns also omit their

ADIT balances from their regulated rate bases?

A. No. All of these utilities' rate bases include an allocated portion of the

consolidated ADIT balance in their rate bases. The fact that Black
Mountain files a consolidated tax return with its parent is not justification
for failing to recognize Black Mountain's portion of the ADIT balances in
rate base. If the filing of a consolidated tax return were justification for
omitting ADIT from Black Mountain's rate base, it logically would follow
that Income Tax Expense should be omitted from the Company's test year
operating expenses. However, in the instant case the Company has
included Black Mountain's allocated share of the consolidated income tax
expense in its revenue requirement. All | am recommending is that the

Company reflect the same type of allocation for its ADIT balances.

Q. What adjustment have you made?

A. As shown on Schedule MDC-5, | have identified the consolidated ADIT

balance for Algonquin as a whole, and then allocated a portion to Black
Mountain based on the ratio of the purchase price of Black Mountain to
Algonquin's total assets. These amounts were all obtained from

Algonquin's 2004 Annual Report. The amounts shown in the Annual
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Report are in Canadian dollars; therefore, as shown on line 6 of Schedule
MDC-5, | have converted these amounts to American dollars. This results
in a $161,250 decrease in Black Mountain's rate base for its allocated

portion of ADIT.

Rate Base Adjustment #4 - Cash Working Capital

Q. Please discuss the Company's cash working capital request.

A. The Company has computed a cash working capital requirement of
$130,508. Black Mountain calculates this amount based on the formula
method of determining cash working capital. The formula method
assumes that there is an average lag of 45 days for operating
maintenance and expenses, and an average lag of 15 days for purchased

power expense.

Q. Do you agree with this methodology?
In general, it is appropriate to use the formula method only for small utility
companies. The formula method's major flaw is that it always generates a

positive level of working capital, when in fact a full lead/lag study may

reveal that a given utility's cash working capital is, in fact, negative.
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Q.
A

What set of circumstances will result in negative working capital?
Negative working capital will result when revenues are received prior to
expenses having to be paid (i.e. when a utility has a revenue lead or a

utility's expense lag exceeds its revenue lag).

Does Black Mountain satisfy either of these criteria?
Yes. Black Mountain's expense lag exceeds its revenue lag and, as a

result, has a negative cash working capital requirement.

Please explain.

Black Mountain, unlike many utilities, bills for service prior to fully
rendering the service. As shown on Schedule MDC-6, customers are
required to pay for their service in a given month prior to receiving an
entire month of service (bill due dates are on or around the 22nd of the
month). The due date, when compared to the mid-point of the service
period of the 15th, yields a revenue lag of approximately 7 or 8 days. The
Company requests a 45-day lag period for its O&M expenses and a 15-
day lag period for its purchased power. As shown on Schedule MDC-6,
page 2, this amounts to an average expense lag of approximately 43
days. Thus, in this case the Company's expense lag of 43 days exceeds
its revenue lag of 8 days. Because ratepayers provide payment for their

sewer service prior to when the utility must pay its bills, ratepayers have
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already provided the Company with cash working capital in the form of
prepayments.

What amount of cash working capital are you recommending?

As shown on Schedule MDC-6, page 1, | am recommending negative
working capital of $87,253, which requires a $217,761 decrease to the
level requested by the Company. While this adjustment is primarily
attributable to the Company’s failure to consider its prepayment policy in
its cash working capital request, some of the adjustment is attributable to
the difference in the Company's recommended expense levels vs.

RUCO's.

Rate Base Adjustment #5 - Capitalized Expenses

Q.
A.

Please discuss rate base adjustment #5.

This adjustment increases rate base by $6,693 to include two plant items
that the Company expensed during the test year that should more
appropriately be capitalized. This adjustment is more fully discussed in

the testimony of William A. Rigsby.

Does this conclude your direct testimony?

Yes.
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EDUCATION:

CERTIFICATION:

EXPERIENCE:

APPENDIX |

Qualifications of Marylee Diaz Cortez

University of Michigan, Dearborn
B.S.A., Accounting 1989

Certified Public Accountant - Michigan
Certified Public Accountant - Arizona

Audit Manager

Residential Utility Consumer Office
Phoenix, Arizona 85007

July 1994 - Present

Responsibilities include the audit, review and analysis of public
utility companies. Prepare written testimony, schedules, financial
statements and spreadsheet models and analyses. Testify and
stand cross-examination before Arizona Corporation Commission.
Advise and work with outside consultants. Work with attorneys to
achieve a coordination between technical issues and policy and
legal concerns. Supervise, teach, provide guidance and review the
work of subordinate accounting staff.

Senior Rate Analyst

Residential Utility Consumer Office
Phoenix, Arizona 85004

October 1992 - June 1994

Responsibilities included the audit, review and analysis of public
utility companies. Prepare written testimony and exhibits. Testify
and stand cross-examination before Arizona Corporation
Commission. Extensive use of Lotus 123, spreadsheet modeling
and financial statement analysis.

Auditor/Regulatory Analyst

Larkin & Associates - Certified Public Accountants
Livonia, Michigan

August 1989 - October 1992

Performed on-site audits and regulatory reviews of public utility
companies including gas, electric, telephone, water and sewer
throughout the continental United States. Prepared integrated
proforma financial statements and rate models for some of the
largest public utilities in the United States. Rate models consisted




of anywhere from twenty to one hundred fully integrated schedules.
Analyzed financial statements, accounting detail, and identified and
developed rate case issues based on this analysis. Prepared
written testimony, reports, and briefs. Worked closely with outside
legal counsel to achieve coordination of technical accounting
issues with policy, procedural and legal concerns. Provided
technical assistance to legal counsel at hearings and depositions.
Served in a teaching and supervisory capacity to junior members of

the firm.

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company

Potomac Electric Power Co.

Puget Sound Power & Light Co.

Northwestern Bell-Minnesota

Florida Power & Light Co.

Gulf Power Company

Consumers Power Company

Equitable Gas Company

Gulf Power Company

Docket No.

Formal Case No. 889

Cause No. U-89-2688-T

P-421/E1-89-860

890319-El

890324-El

Case No. U-9372

R-911966

891345-El

Client

Peoples Counsel
of District of
Columbia

U.S. Department
of Defense - Navy

Minnesota
Department
of Public Service

Florida Office of
Public Counsel

Florida Office of
Public Counsel

Michigan Coalition
Against Unfair
Utility Practices

Pennsylvania
Public Utilities
Commission

Florida Office of
Public Counsel




Jersey Central Power & Light

Green Mountain Power Corp.

Systems Energy Resources

El Paso Electric Company

Long Island Lighting Co.

Pennsylvania Gas & Water Co.

Southern States Utilities

Central Vermont Public Service Co.

Detroit Edison Company

Systems Energy Resources

Green Mountain Power Corp.

United Cities Gas Company

ER881109RJ

5428

ER89-678-000 &

EL90-16-000

9165

90-E-1185

R-911966

900329-WS

5491

Case No. U-9499

FA-89-28-000

5532

176-717-U

New Jersey
Department of
Public Advocate
Division of Rate
Counsel

Vermont
Department
of Public Service

Mississippi Public
Service
Commission

City of El Paso

New York
Consumer
Protection Board

Pennsylvania
Office of
Consumer
Advocate

Florida Office of
Public Counsel

Vermont
Department
of Public Service

City of Novi

Mississippi Public
Service
Commission

Vermont
Department
of Public Service

Kansas
Corporation
Commission




General Development Utilities

Hawaiian Electric Company

Indiana Gas Company

Pennsylvania American Water Co.

Wheeling Power Co.

Jersey Central Power & Light Co.

Golden Shores Water Co.
Consolidated Water Utilities
Sulphur Springs Valley

Electric Cooperative

North Mohave Valley
Corporation

Graham County Electric
Cooperative

911030-WS &
911067-WS
6998

Cause No. 39353

R-00922428

Case No. 90-243-E-42T

EM89110888

U-1815-92-200

E-1009-92-135

U-1575-92-220

U-2259-92-318

U-1749-92-298

Florida Office of
Public Counsel

U.S. Department
of Defense - Navy

Indiana Office of
Consumer
Counselor

Pennsylvania
Office of
Consumer
Advocate

West Virginia
Public Service
Commission
Consumer
Advocate
Division

New Jersey
Department

of Public Advocate
Division of Rate
Counsel

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office




Graham County Utilities

Consolidated Water Utilities

Litchfield Park Service Co.

Pima Utility Company

Arizona Public Service Co.

Paradise Valley Water

Paradise Valley Water

Pima Utility Company

SaddleBrooke Development Co.

Boulders Carefree Sewer Corp.

Rio Rico Utilities

Rancho Vistoso Water

Arizona Public Service Co.

Citizens Utilities Co.

Citizens Utilities Co.

U-2527-92-303

E-1009-93-110

U-1427-93-156 &
U-1428-93-156

U-2199-93-221 &

U-2199-03-222

U-1345-94-306

U-1303-94-182

U-1303-94-310 &

U-1303-94-401

U-2199-94-439

U-2492-94-448

U-2361-95-007

U-2676-95-262

U-2342-95-334

U-1345-95-491

E-1032-95-473

E-1032-95-417 et al.

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office
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Paradise Valley Water

Far West Water

Southwest Gas Corporation

Arizona Telephone Company

Far West Water Rehearing

SaddleBrooke Utility Company

Vail Water Company

Black Mountain Gas Company

Northern States Power Company

Paradise Valley Water Company
Mummy Mountain Water Company

Bermuda Water Company

Bella Vista Water Company
Nicksville Water Company
Paradise Valley Water Company

Pima Utility Company

Far West Water & Sewer Company

U-1303-96-283 &
U-1303-95-493

U-2073-96-531

U-1551-96-596

T-2063A-97-329

W-0273A-96-0531

W-02849A-97-0383

W-01651A-97-0539 &

W-01651B-97-0676

G-01970A-98-0017
G-03493A-98-0017

W-01303A-98-0678
W-01342A-98-0678

W-01812A-98-0390
W-02465A-98-0458
W-01602A-98-0458

W-01303A-98-0507

SW-02199A-98-0578

WS-03478A-99-0144
Interim Rates

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office

Residential Utility
Consumer Office




Vail Water Company
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My Name is William A. Rigsby. | am a Public Utilities Analyst V employed
by the Residential Utility Consumer Office (‘RUCQO”) located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

Q. Please state your educational background and your qualifications in the
field of utilities regulation.

A. Appendix |, which is attached to this testimony, describes my educational
background and also includes a list of the rate cases and regulatory

matters that | have been involved with.

Q. What is the purpose of your testimony?

A. The purpose of my testimony is to present recommendations that are
based on my analysis of Black Mountain Sewer Corporation’s (“‘BMSC” or
“Company”) application requesting permanent rate relief (“Application”).
BMSC's Application was filed with the Arizona Corporation Commission
("ACC” or “Commission”) on September 16, 2005. The Company has
chosen the period ended December 31, 2004 as the test year for this

proceeding.
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Q.

Briefly describe BMSC.

BMSC provides wastewater and effluent water services to customers in
the Town of Carefree, which is ten miles north of the City of Scottsdale in
Maricopa County. During the test year, BMSC provided service to
approximately 1,957 customers of which 1,836 were residential ratepayers
and the remaining 121 were commercial establishments. The Company is
a wholly owned subsidiary of Algonquin Water Resources of America,
which, as described in the Company’s Application, is an indirect wholly
owned subsidiary of the Algonquin Power Income Fund (“Algonquin Fund”
or “Parent”), a mutual fund which is listed on the Toronto Stock Exchange.
Prior to being acquired by the Algonquin Fund, the Company operated

under the name of Boulders Carefree Sewer.

What effects does the ownership structure of BMSC have on the
Company’s operating expenses?

Certain expense items that are commonly found on the income statements
of water and wastewater operations are absent on BMSC’s income
statement as a result of the ownership structure. This includes salaries
and wage expense and income tax expense. The Company’s parent
charges BMSC contractual service fees for items such as professional
services, labor, administrative & accounting staff, testing services and
management at the local and corporate levels. Consequently, the

Company’s parent has a large measure of control over the amounts that
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are charged for contractual service expenses. Given the fact that the
Company’s parent has direct control on any markup for performing these
services, the potential exists to manipulate BMSC'’s bottom line operating

income.

Q. What issues will you address in your direct testimony?
A. | will address the issues related to RUCO’s recommended levels of
operating revenue, operating expense and RUCO’s recommended rate

design for BMSC.

Q.  Will you also address the issues related to RUCO’s recommended rate
base in this proceeding?
A. No that aspect of the case will be handled by RUCO witness Marylee Diaz

Cortez, CPA.

Q. Did you perform a cost of capital analysis to determine a recommended
rate of return on the Company’s invested capital?
A. Yes, | did. | have also filed, under separate cover, direct testimony on the

cost of capital issues associated with this proceeding.




10

11

12

13

14

15

16

17

18

19

Direct Testimony of William A. Rigsby
Docket No. SW-02361A-05-0657

Q.

Please describe how you conducted your analysis of BMSC's Application.
| reviewed BMSC’s Application and analyzed various accounting records
that were provided to RUCO by the Company. During the course of my
audit, | also obtained copies of various documents available on the
Internet and copies of documents that are kept on file at the ACC. Other
pertinent information and source documents were collected through a
series of written data requests submitted to the Company. After compiling
the aforementioned information and materials, | performed an analysis
that provided additional insight into the Company’s required revenue and
rate design proposals. The recommendations on operating revenue,
operating expenses and rate design in this testimony are based on the

results of my analysis.

Please identify the exhibits that you are sponsoring.

| am sponsoring Schedules WAR-1 through WAR-13.

Does your silence on any of the issues or matters addressed in the
Company’s Application constitute RUCO’s acceptance of the Company’s
position on such issues or matters?

No, it does not.
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SUMMARY OF TESTIMONY AND RECOMMENDATIONS
Q. Please summarize the recommendations and adjustments that you
address in your testimony on operating revenues and operating expenses.

A. My testimony will address the following issues:

Operating Revenue and Expense:

10
11
12
13
14
15
16
17
18
19
20
21
22

23

Remove Operating Lease Expense — This adjustment removes $189,622

in pro-forma expense associated with an operating lease payment. The
adjustment is part of RUCO witness Marylee Diaz Cortez's
recommendation that the purchased treatment capacity should

appropriately be reflected as an asset, as opposed to an operating lease.

Capitalize Test Year Expense Items — This adjustment capitalizes $6,693

in costs related to an operating agreement between the Company and the
Town of Carefree, and the installation of safety equipment, during the test

year.

Normalize Management Fees — This adjustment normalizes management

fees based on the amounts charged during the last five months of the test

year.

Remove Long-Distance Charges — The adjustment removes certain long-

distance phone charges unrelated to BMSC operations, which were
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incorrectly included in the Company-proposed level of test year

miscellaneous expense.

Amortization of Rate Case Expense — This adjustment reflects RUCO’s

preliminary estimated rate case expense for the instant proceeding.
RUCO'’s final estimate will be presented during the evidentiary hearing
after the majority of the Company’'s rate case expense has been

tabulated.

Depreciation & Amortization Expense — This adjustment calculates the
Company’s depreciation and amortization expense on a going forward
basis. The adjustment also includes the 20-year amortization of the

purchased treatment capacity from the City of Scottsdale.

Property Tax Expense — This adjustment calculates the appropriate level

of property tax expense using the Arizona Department of Revenue’s
("*ADOR?") approved formula for calculating water utilities’ property tax

liabilities.

Income Tax Expense — This adjustment calculates the appropriate level of

federal and state income tax expense given RUCO’s recommended level

of operating income.
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A. Based on the results of my audit, | am recommending that the level of
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Rate Design:
RUCO is recommending that the current rate design be retained, and that
the current charges be revised in order to generate RUCO’s

recommended level of operating revenue.

REVENUE REQUIREMENTS
Q. Please summarize the results of your analysis of BMSC's revenue

requirements.

revenue be increased by no more than $5,470 for BMSC (Schedule WAR-
1). RUCO'’s supporting original cost rate base (“OCRB”) detail (Schedule
MDC-1) is based on the original costs that BMSC has agreed to accept as
the Company’s fair value rate base. Schedule WAR-1 displays my
recommended adjusted operating income of $125,730. Schedule WAR-2

includes supporting detail for my operating income figures.

OVERVIEW OF THE FILING

Q. Please describe BMSC's rate application.

A. BMSC is requesting a rate increase of $163,279 or a 13.52 percent
increase over adjusted operating revenues of $1,207,740 recorded during
the test year.

The Company is also seeking increases in a number of operating expense

items which include purchased wastewater treatment, purchased power,
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chemicals, regulatory expense and payments on a Company-proposed
operating lease as well as increases in the Company's depreciation
expense, and taxes. As | explained earlier in my testimony, three of the
Company’s operating expenses associated with professional services,
testing and other services, are provided contractually through Algonquin
Water Services, a subsidiary of Algonquin Water Resources of America, a
company which has a large measure of control over the final amounts

billed to BMSC.

OPERATING INCOME

Operating Adjustment #1 — Remove Operating Lease Expense

Q.

Why have you removed the $189,622 Scottsdale Capacity (Operating
Lease) expense that the Company is seeking?

The removal of the Company-proposed Scottsdale Capacity (Operating
Lease) expense is a result of the rate base adjustments being
recommended by RUCO withess Marylee Diaz Cortez, CPA. Ms. Diaz
Cortez is recommending that purchased treatment capacity from the City
of Scottsdale be treated as a utility asset, as opposed to an operating

lease, and be included in rate base.

What specifically does your adjustment remove?
The adjustment removes the full amount of the Company-proposed

operating lease expense, which includes debt service on two inter-
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1 company loans. In addition to the normal debt service payments of
| 2 principal and interest, the Company’s consultant has also included a
3 gross-up adjustment on the principal portion of the loan. The loans have
4 been booked as an inter-company payable, and appear as a liability (i.e.
5 payables to associated companies) on the Company’s balance sheet.
6

7 ]Q. Will your adjustment provide BMSC with the opportunity to recover the

8 loan proceeds that have been booked as an inter-company payable?
9 |A. Yes it will. Under Ms. Diaz Cortez’'s rate base recommendation, the
10 Company will fully recover the inter-company loans. The purchased
11 treatment capacity will be treated as a utility asset and included in rate
12 base, which will entitle the Company to earn the Commission-approved
13 rate of return on it. BMSC will fully recover the principal portion of the loan
14 through RUCO’s recommended level of depreciation and amortization
15 expense and will have the opportunity to recover the interest associated
16 with the loan as a below-the-line expense that will reduce the Company’s
| 17 income tax liability. Under Ms. Diaz Cortez’'s rate base recommendation,
‘ 18 there is no need for the Company consultant’s gross-up adjustment on the
19 principal portion of the loans since the loans, and the asset (i.e. Scottsdale
|

l 20 treatment capacity) that were purchased by BMSC will be treated as they

would under normal ratemaking practice. As | will explain in more detail in

my cost of capital testimony, the inter-company loans will be treated as
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long-term debt in the Company’s capital structure, as opposed to the

Company-proposed capital structure of 100 percent common equity.

Operating Adjustment #2 — Capitalize Test Year Expense Items

Q.

Please explain your adjustment that capitalizes certain test year expense
items.

My adjustment capitalizes $6,693 in test year expenses related to two
separate test year items. The first item concerns $3,228 in legal expenses
related to an operating agreement between the Company and the Town of
Carefree. BMSC stated that negotiations on the matter were coming to a
close, and that the Company expected the agreement to be approved in
February 2006. RUCO has capitalized the legal costs booked during the
test year and is recommending that the capitalized amount of $3,228 be
recorded in Account No. 352, Franchises, as a non-depreciable plant-in-
service item. The second item deals with the $3,465 cost of purchasing,
installing, and providing training on confined space entry and rescue
equipment during the test year. RUCO is recommending that the $3,465
amount also be treated as plant-in-service and recorded in Account No.
389, Other Plant and Misc. Equipment. The cost of both items exceeded
the Company’s $250 threshold for determining what should be expensed

and what should be capitalized.

10
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Operating Adjustment #3 — Normalize Management Fees

Q.

What does your $24,500 adjustment to the Company’s Contractual
Services — Professional expense represent?

The negative $24,500 adjustment represents the difference between the
$18,000 normalized level of management fees that RUCO is
recommending, and the $42,500 amount of Company adjusted
management fees that were booked into BMSC’s general ledger dﬁring
the test year ($18,000 normalized management fee expense - $42,500
booked management fee expense = ($24,500) RUCO adjustment). This

can be viewed in detail in Schedule WAR-4.

How did you arrive at RUCO’s $18,000 recommended level of
management fee expense for BMSC?

| normalized the amount of management fees being charged to BMSC in
order to arrive at RUCO’s recommended level of management fee
expense of $18,000 per year. The normalization is based on the amount
of management fees that were charged to BMSC during the last five
months of the test year. As recorded in the Company’s test year general
ledger, BMSC was billed $1,500 for August through December of 2004.
This works out to an annual level of expense of $18,000 ($1,500 per
month X 12 months = $18,000). The Company had charged $5,000 per
month from January through October, but made adjusting entries of

$3,500 for the months of August, September and October. These

11
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adjusting entries lowered the $5,000 per month management fee charged
during August, September and October to the $1,500 amount charged

during November and December.

Has the Company proposed a similar normalization adjustment?
Yes. The Company performed a similar normalization in order to arrive at

its test year level of $156,742 in contract operating fees charged to BMSC.

Operating Adjustment #4 — Remove Long-Distance Charges

Q.

Please explain RUCO’s adjustment, which removes $520 from the
Company-proposed level of miscellaneous expense.

As exhibited in Schedule WAR-5, the adjustment removes long-distance
phone charges for calls made to various locations in Texas. The
Company stated that the calls were incorrectly included in the Company-

proposed test year level of miscellaneous expense.

Operating Adjustment #5 - Depreciation and Amortization Expense

Q.
A

Have you calculated depreciation and amortization expense?
Yes. The calculation is exhibited in Schedule WAR-6. | have calculated a
full year of depreciation and amortization expense based on RUCO’s

recommended levels of test year plant balances.

12
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Q.

How did you calculate your recommended level of depreciation and
amortization of contributions in aid of construction (“CIAC”) expense for
BMSC?

As exhibited in Schedule WAR-6, my recommended level of depreciation
expense was calculated by applying the Company-proposed rates of
depreciation to RUCO’s adjusted plant account balances. As noted
earlier, my recommended figure of $186,655 also includes amortization
expense on the purchased treatment capacity. My recommended level of
amortization of CIAC was calculated by applying the Company-proposed
4.0322 percent composite rate of amortization to RUCO’s adjusted level of
CIAC in order to arrive at the proper amount of amortization of CIAC to be

deducted from the Company’s depreciation expense.

Operating Adjustment #6 - Property Tax Expense

Q.

Is RUCO recommending an adjustment to the Company-proposed levels
of property tax expense for BMSC?

Yes. My adjustment, exhibited in Schedule WAR-7, decreases the
Company-proposed level of property tax expense by $10,335. The
property tax calculation was made using the currently effective ADOR

formula.
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Q.

Please explain the basis of RUCO’s adjustment to property tax expense
for BMSC.

In a number of cases argued before the Commission, RUCO has
consistently maintained that the use of historical revenues in the ADOR
formula, as the formula dictates, is the best estimate of future property
taxes. RUCO is thoroughly convinced that this is the proper way to
measure property tax, now that actual post-test year property tax is known

and comparisons can be made.

In this case, the comparison of actual property tax for 2005 to the
estimates using the ADOR recommended revenues and the Company’s
recommended revenues illustrates that the use of ADOR'’s formula is far

more accurate.

How does the methodology used by BMSC vary from the ADOR formula?

BMSC has varied the ADOR formula by using, for valuation purposes, two
years of adjusted revenues plus one year of Company-proposed
revenues. The property tax formula, as prescribed by ADOR’s memo of
January 3, 2001, determines the Full Cash Value (“FCV”) of water utilities,
for property tax purposes, by multiplying the average of the three previous

years of reported gross revenues of the Company by a factor of two.

14
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Q.

What is the result of BMSC’s calculation of the property tax pro-forma
adjustment?

The result is a FCV, which will likely allow BMSC to over-earn based on
the Company’s expected property tax expense. Among the goals of
ADOR was to arrive at a forward looking valuation formula that would
produce predictable figures, logical results and minimize the tax impact

from the previous year.

Can you provide evidence that demonstrates that RUCQO'’s calculation is
more appropriate?

Yes, | can. The evidence in this case attests to the accuracy of RUCO’s
calculation. Using ADOR’s formula, RUCO recommended property tax
expense for 2005 is $35,410 and the Company’s requested level for
property tax expense is $45,745. By comparison, BMSC'’s actual property
tax assessed by ADOR for 2005 is $31,949, thus the ADOR formula
results in a more accurate level of property tax expense than does the
Company’s “modified” formula.

It is unlikely that the Company will generate revenues consistent with its
estimates in the near future. BMSC would be over-collecting the property
tax expense for a number of years before the actual assessment would
catch up to the Company’s 2005 projected revenue. In the meantime,
BMSC will be recovering the Company’s property tax expense based on

an inflated revenue projection.

15
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Q.

When will BMSC pay the property tax impacted by the changes in
revenues approved in this rate case?

Assuming that rates go into effect in mid 2006, it will not be until the end of
2007 before BMSC will have one full year of operating revenues at the
new rates.

The Company will pay property taxes for the tax-year 2007 semi-annually,
with the first payment coming due in October 2007, and the final payment

due in 2008.

What action is RUCO taking to promote its position and establish
acceptance of its recommendation on how to implement the ADOR
formula?

Since the property tax formula, as prescribed by ADOR, was in a memo
dated January 3, 2001, and requires the use of two historical years of
revenue, the full ramification of the ADOR formula will not take effect until
the 2005 assessment with that property tax expense final payment due in

early 2006.

Therefore, RUCO is continuing to gather evidence on the appropriateness
of the ADOR formula to accurately project future property taxes for
ratemaking purposes. RUCO asserts the data will further demonstrate

that its property tax arguments are correct. For these reasons RUCO
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Q.

believes that the Commission should adopt my recommended level of

property tax expense.

Operating Adjustment #7 - Income Tax Expense

Have you calculated income tax expense based on RUCO’s
recommended adjusted operating income for BMSC?

Yes. This adjustment is shown on Schedules WAR-8. The adjustment
uses the synchronized interest method for calculating the level of interest

expense to be deducted from income taxes.

Operating Adjustment #8 - Amortization of Rate Case Expense

Q.
A

Please explain your adjustments to rate case expense for BMSC.
At this time | am not proposing an adjustment to the Company’s requested

level of rate case expense.

Does this mean RUCO has adopted the Company’s estimates in full?

No. RUCO has reviewed the amount of rate case expense billed to date
and has decided that the prudent approach would be to wait until a final
figure can be accurately calculated and compared to the Company’s
request. RUCO will present a final estimate on rate case expense

amortization during the evidentiary hearing.
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RATE DESIGN
Q. Have you reviewed BMSC’s proposed rate design?
A. Yes. Schedule WAR-10 presents a comparison of BMSC’s present rates,

the Company-proposed rates and RUCO’s recommended rates.

Q. Is BMSC’s present type of rate design typical of what the Commission
generally approves for wastewater providers?

A. No. In the wastewater cases that | have been involved with, the
Commission has generally approved a flat monthly charge for all of the

customers on the system.

Q. How is BMSC’s present rate design different?

A. BMSC’s rate design is different because the rates were based on
wastewater flows established by the Arizona Department of Environmental
Quality (“ADEQ”)'. The Company’s commercial customers (“Standard
Rate Customers”) are subject to a per gallon per day rate and a select
number of commercial customers (“Special Rate Customers”) pay a
monthly charge that is based on a predetermined level of gallons per day
for the type of business establishment that they operate. The Company’s
residential customers are subject to the more typical flat monthly charge

that | described above, however, it too was also based on a flow level

' The commercial, residential and average daily wastewater flows, for Special Rate Customers,
that BMSC's rates are based on were set forth in Engineering Bulletin No. 12, published in June
of 1989 by the Arizona Department of Environmental Quality.

18
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established by ADEQ. BMSC also produces and sells effluent water at a

rate that is based on the number of acre-feet purchased.

Q. What type of rate design is BMSC proposing?
A. BMSC is proposing that the present type of rate design be retained and
has only made adjustments to the monthly charges to generate the

Company-proposed level of revenue for wastewater service.

Q. Is RUCO recommending any departure from the present type of rate
design?

A. No. RUCO is also recommending that the current type of rate design be
retained and, like the Company, has only made adjustments to the
monthly charges in order to generate RUCQO’s recommended level of
revenue. RUCO has applied its recommended percentage of increase in
revenue to all of the present rates and charges in order to arrive at its

recommended rates and charges for BMSC.

Q. What is RUCO’s recommended flat monthly charge for residential
customers?

A. RUCO is recommending a flat monthly charge of $38.04 for residential
customers, which is $0.04 a month higher than the present flat monthly

charge of $38.00.

19
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Q. What is RUCO’s recommended rate for the commercial Standard Rate
Customers?

A RUCO is also recommending a rate of $0.152539, which is $0.000179
higher than the present rate of $0.152360. As can be seen in Schedule
WAR-11, this results in a typical monthly bill, at the 570-gallon median
level of consumption, of $86.95, which is an increase of $0.10 over the

present monthly bill of $86.85.

Q. For the Standard Rate Customers, did you prepare a schedule that shows,
at various levels of consumption, the resulting monthly bills under present
and proposed rates?

A. Yes. This information is exhibited in Schedule WAR-12, which also
displays the difference in dollars and percent between the present rates

and RUCO’s proposed rates for BMSC.

Q. What are RUCO’s recommended rates for the commercial Special Rate
Customers?

A. As can be seen in Schedule WAR-11, RUCO is recommending that the
present predetermined consumption levels established by ADEQ be
retained. RUCO’s recommended monthly charges for the Special Rate
Customers range from $29.25 to $3,479.32 depending on the type of

business establishment.

20
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Q.

Did RUCO annualize the billing determinants based on the Company’s
end of test year customer count?

Yes. RUCO has adopted the Company’s annualized customer count and
has applied that to the test year billing determinants in order to arrive at
RUCO’s recommended level of operating revenue from flat rate

wastewater sales.

Will your rate design provide BMSC with the level of revenue
recommended by RUCO?

Yes, it will. Based on the test year billing determinants as adjusted (i.e.
annualized) my recommended rate design will generate RUCO’s
recommended level of revenue for BMSC. This can be viewed in

Schedule WAR-13.

Does this conclude your direct testimony on BMSC?

Yes, it does.

21
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EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University
Center for Professional Development & Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 — Present

Senior Rate Analyst

Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona

July 1999 — April 2001

Senior Rate Analyst

Residential Utility Consumer Office
Phoenix, Arizona

December 1997 — July 1999

Utilities Auditor Il and Il

Accounting & Rates — Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division

Phoenix, Arizona

October 1994 — November 1997

Revenue Auditor Il

Arizona Department of Revenue
Corporate Income Tax Audit Unit
Phoenix, Arizona

November 1993 — October 1994

Tax Examiner Technician |

Arizona Department of Revenue
Transaction Privilege Tax Audit Unit
Phoenix, Arizona

July 1991 — November 1993
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company
ICR Water Users Association
Rincon Water Company

Ash Fork Development
Association, Inc.

Parker Lakeview Estates
Homeowners Association, Inc.

Mirabell Water Company, Inc.

Bonita Creek Land and
Homeowner’s Association

Pineview Land &
Water Company

Pineview Land &
Water Company

Montezuma Estates
Property Owners Association

Houghland Water Company

Sunrise Vistas Utilities
Company — Water Division

Sunrise Vistas Utilities
Company — Sewer Division

Holiday Enterprises, Inc.
dba Holiday Water Company

Gardener Water Company

Cienega Water Company

Rincon Water Company

Vail Water Company

Bermuda Water Company, Inc.

Bella Vista Water Company

Pima Utility Company

Docket No.
U-2824-94-389

U-1723-95-122

E-1004-95-124

U-1853-95-328

U-2368-95-449

U-2195-95-494

U-1676-96-161

U-1676-96-352

U-2064-96-465

U-2338-96-603 et al

U-2625-97-074

U-2625-97-075

U-1896-97-302
U-2373-97-499

W-2034-97-473

W-1723-97-414
W-01651A-97-0539 et al
W-01812A-98-0390
W-02465A-98-0458

SW-02199A-98-0578

Type of Proceeding

Original CC&N

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Financing

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase
Rate Increase
Rate Increase

Financing/Auth.
To Issue Stock

Rate Increase
Rate Increase
Rate Increase

Rate Increase
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Utility Company

Pineview Water Company
.M. Water Company, Inc.
Marana Water Service, Inc.
Tonto Hills Utility Company

New Life Trust, Inc.
dba Dateland Utilities

GTE California, Inc.

Citizens Utilities Rural Company, Inc.
MCO Properties, Inc.

American States Water Company
Arizona-American Water Company
Arizona Electric Power Cooperative
360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company

Rio Verde Utilities, Inc.

Arizona Water Company

Loma Linda Estates, Inc.
Arizona Water Company
Mountain Pass Utility Company
Picacho Sewer Company
Picacho Water Company
Ridgeview Utility Company
Green Valley Water Company

Bella Vista Water Company

Arizona Water Company

Docket No.

W-01676A-99-0261
W-02191A-99-0415
W-01493A-99-0398

W-02483A-99-0558

W-03537A-99-0530
T-01954B-99-0511
T-01846B-99-0511
W-02113A-00-0233
W-02113A-00-0233
W-01303A-00-0327
E-01773A-00-0227
T-03777A-00-0575
W-02074A-00-0482

W-02368A-00-0461

WS-02156A-00-0321 et al
W-01445A-00-0749
W-02211A-00-0975
W-01445A-00-0962
SW-03841A-01-0166
SW-03709A-01-0165
W-03528A-01-0169
W-03861A-01-0167
W-02025A-01-0559
W-02465A-01-0776

W-01445A-02-0619

Type of Proceeding
WIFA Financing

Financing
WIFA Financing

WIFA Financing

Financing

Sale of Assets
Sale of Assets
Reorganization
Reorganization
Financing
Financing
Financing .
WIFA Financing
WIFA Financing

Rate Increase/
Financing

Financing
Rate Increase
Rate Increase
Financing
Financing
Financing
Financing
Rate Increase
Rate Increase

Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company

Arizona-American Water Company
Arizona Public Service Company
Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company
Arizona Water Company

Southwest Gas Corporation

Arizona-American Water Company

Docket No.

W-01303A-02-0867 et al.

E-01345A-03-0437
WS-02676A-03-0434
T-01051B-03-0454
W-02113A-04-0616
W-01445A-04-0650
G-01551A-04-0876

W-01303A-05-0405

Type of Proceeding

Rate Increase
Rate Increase
Rate Increase
Renewed Price Cap
Rate Increase
Rate Increase
Rate Increase

Rate Increase
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My Name is William A. Rigsby. | am a Public Utilities Analyst V employed
by the Residential Utility Consumer Office (“RUCQO”) located at 1110 W.
Washington, Suite 220, Phoenix, Arizona 85007.

Q. Please state your educational background and your qualifications in the
field of utilities regulation.

A. Appendix |, which is attached to this testimony, describes my educational
background and also includes a list of the rate cases and regulatory
matters that | have been involved with.

Q. What is the purpose of your testimony?

A. The purpose of my testimony is to present recommendations that are
based on my analysis of Black Mountain Sewer Corporation’s (“BMSC” or
“Company”) application for a permanent rate increase (“Application”).

Q. Briefly describe BMSC. |

A. BMSC is a wholly owned subsidiary of Algonquin Water Resources of

America, which is a wholly owned subsidiary of the Algonquin Power
Income Fund (“Algonquin Fund” or “Parent”), a mutual fund, or trust, which
is listed on the Toronto Stock Exchange (ticker symbol APF.UN). Prior to

being acquired by the Algonquin Fund, the Company was owned by




|

| Direct Testimony of William A. Rigsby
i Docket No. SW-02361A-05-0657
|

|

|

| 1 Boulders Joint Venture and operated under the name of Boulders
2 Carefree Sewer. In addition to BMSC, the Algonquin Fund also owns and
3 operates four other ACC regulated utilities: Bella Vista Water Company, in
‘ 4 Sierra Vista; Gold Canyon Sewer, located east of Apache Junction;
5 Litchfield Park Services Company, situated on the west side of the
6 Phoenix metropolitan area; and Rio Rico Utilities, Inc., located just north of
‘ 7 Nogales on the border between Arizona and Mexico. The Algonquin Fund

8 also owns Algonquin Water Services, which directly oversees the daily

9 operations of the aforementioned Arizona public service companies.

10

11 | Q. Briefly explain what a mutual fund is?

12 | A. A mutual fund is a type of investment vehicle that generally provides
13 investors with the opportunity to place their funds into a professionally
14 managed portfolio of financial instruments such as stocks or bonds. In the
15 case of a stock mutual fund, the fund’s manager will buy and sell on the
16 basis of how well a stock meets the fund’s investment criteria, such as
17 providing a specific level of dividend income and/or achieving projected
18 levels of capital appreciation. Unlike the price of a stock or bond, the
19 value of a mutual fund is expressed as its net asset value (“NAV”). Fund
20 managers generally realize a profit from management fees, which are

normally collected as a fixed percentage, typically between 0.5 percent

and 2.00 percent a year, of the fund’'s NAV. Management fees are

normally deducted from shareholder’s assets on an annual basis. Closed-
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ended funds have a fixed number of shares that are bought and sold on
securities exchanges in the same manner as individual stocks and bonds.
Open-ended funds, on the other hand, offer new shares and redeem

existing shares on a continual basis.

How is the Algonquin Fund structured?

The Algonquin Fund is an open-ended fund with an investment portfolio
comprised of utilities involved in the production of electricity and the
provision of water and wastewater services'. These individual utilities
make up the Algonquin Fund’'s Hydroelectric, Cogeneration, Alternative
Fuels and Infrastructure Divisions. Instead of a collection of stocks or
bonds, the fund is comprised of utilities that are bought, held and sold in
the hope of achieving desired returns on investment. In this respect, the
Algonquin fund is no different than a utility holding company whose shares
are publicly traded in the financial markets. Shares of the funds are
referred to as units and shareholders are referred to as unitholders. As |
explained above, the Algonquin Fund’s managers derive their income from
management fees. A copy of the Algonquin Fund’s annual report for 2004

can be viewed in Attachment A.

! According to information provided on the website of the Toronto Stock Exchange, the Algonquin
Power Income Fund is an open-ended investment trust that owns or has interests in a diverse
portfolio of power generating and infrastructure assets across North America, including 48
hydroelectric facilities, five natural gas- fired cogeneration facilities, 18 alternative fuels facilities
and 15 water reclamation and distribution facilities. The Algonquin Fund was established in 1997
to provide unitholders with sustainable, highly stable and growing cash flows through a diversified
portfolio of energy and infrastructure assets.
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Qy
A

Is this form of ownership common for utilities operating in Arizona?

No, most investor owned utilities operating in Arizona are either closely
held corporate entities, are owned by a utility holding company or, as in
the case of many water and wastewater utilities, are owned by a firm that

is engaged in land development.

Please explain your role in RUCO's analysis of BMSC's Application.

| reviewed BMSC'’s Application and performed a cost of capital analysis to
determine a fair rate of return on the Company’s invested capital. In
addition to my recommended capital structure, my direct testimony will
present my recommended costs of common equity and debt (the
Company has no preferred stock). The recommendations contained in
this testimony are based on information obtained from Company
responses to data requests, the Company’s Application and from market-

based research that | conducted during my analysis.

Were you also responsible for conducting an analysis on the Company’s
proposed revenue level, rate base and rate design?

In addition to performing a cost of capital analysis, | was also responsible
for handling the revenue requirement and rate design issues associated
with the case. Marylee Diaz Cortez, CPA, RUCO’s Manager for Technical

Analysis, handled the rate base aspects of BMSC’s Application. | have
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A

filed my direct testimony on required revenue and rate design under

separate cover in this docket.

What areas will you address in your testimony?

| will address the cost of capital issues associated with the case.

Please identify the exhibits that you are sponsoring.

| am sponsoring Schedules WAR-1 through WAR-9.

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q.

A.

Briefly summarize how your cost of capital testimony is organized.

My cost of capital testimony is organized into three sections. First, | will
present the findings of my cost of equity capital analysis, which utilized
both the discounted cash flow (“DCF”) method, and the capital asset
pricing model (“CAPM”). These are the two methods that RUCO and ACC
Staff have consistently used for calculating the cost of equity capital in rate
case proceedings in the past, and are the methodologies that the ACC
has given the most weight to in setting allowed rates of returns for utilities
that operate in the Arizona jurisdiction. In this first section | will also
provide a brief overview of the current economic climate that BMSC is
operating in. Second, | will compare my recommended capital structure

with the Company-proposed capital structure. Third, | will comment on
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1 BMSC's cost of capital testimony. Schedules WAR-1 through WAR-9 will
2 provide support for my cost of capital analysis.
3
4 Q. Please summarize the recommendations and adjustments that you will
5 address in your testimony.
6 [A. Based on the results of my analysis of BMSC, | am making the following
7 recommendations:
8 Cost of Equity Capital — | am recommending a 9.49 percent cost of equity
9 capital. This 9.49 percent figure is based on the results that | obtained in
10 my cost of equity analysis, which employed both the DCF and CAPM
11 methodologies.
12 Capital Structure — | am recommending that the Company-proposed
13 capital structure, which is comprised of approximately 100 percent
14 common equity be rejected by the ACC and that my recommended capital
15 structure, which is comprised of 56 percent common equity and 44
16 percent long-term debt, be adopted by the Commission.
17 Cost of Long-Term Debt — | am recommending that the Commission adopt
18 a 9.40 percent cost of long-term debt, which is the cost of BMSC’s inter-
19 company loans that | have included in my recommended capital structure.
20 Cost of Capital — Based on the results of my recommended capital
| 21 structure, | am recommending a 9.45 percent cost of capital for BMSC,
| 22 which is the weighted cost of my recommended costs of common equity
23 and long-term debt.
6
—
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Q.

Why do you believe that your recommended 9.45 percent cost of capital is
an appropriate rate of return for BMSC to earn on its invested capital?

The 9.45 percent cost of capital figure that | have recommended meets
the criteria established in the landmark Supreme Court cases of Bluefield

Water Works & Improvement Co. v. Public Service Commission of West

Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope

Natural Gas Company (320 U.S. 391, 1944). Simply stated, these two

cases affirmed that a public utility that is efficiently and economically
managed is entitled to a return on investment that instilis confidence in its
financial soundness, allows the utility to attract capital, and also allows the
utility to perform its duty to provide service to ratepayers. The rate of
return adopted for the utility should also be comparable to a return that
investors would expect to receive from investments with similar risk.

The Hope decision allows for the rate of return to cover both the operating
expenses and the “capital costs of the business” which includes interest
on debt and dividend payment to shareholders. This is predicated on the
belief that, in the long run, a company that cannot meet its debt obligations
and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers.
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Q.

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What
the Bluefield and Hope decisions do allow, is for a utility to be provided
with the opportunity to earn a reasonable rate of return on its investment.
That is to say that a utility, such as BMSC, is provided with the opportunity
to earn an appropriate rate of return if the Company's management
exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient.

COST OF EQUITY CAPITAL

Q.
A

What is your recommended cost of equity capital for BMSC?

Based on the results of my DCF and CAPM analyses, which ranged from
8.89 percent to 10.69 percent for a sample of publicly traded water and
gas providers, | am recommending a 9.49 percent cost of equity capital for
BMSC. My recommended 9.49 percent figure is the result of DCF

analysis, which utilized a sample of publicly traded water providers.

Discounted Cash Flow (DCF) Method

Q.

Please explain the DCF method that you used to estimate BMSC's cost of
equity capital.
The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.
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the Gordon model), the professor of finance who was responsible for its
development. Simply stated, the DCF model is based on the premise that
the current price of a given share of common stock is determined by the
present value of all of the future cash flows that will be generated by that
share of common stock. The rate that is used to discount these cash
flows back to their present value is often referred to as the investor's cost
of capital (i.e. the cost at which an investor is willing to forego other
investments in favor of the one that he or she has chosen).

Another way of looking at the investor's cost of capital is to consider it from
the standpoint of a company that is offering its shares of stock to the
investing public. In order to raise capital, through the sale of common
stock, a company must provide a required rate of return on its stock that
will attract investors to commit funds to that particular investment. In this
respect, the terms "cost of capital" and "investor's required return" are one
in the same. For common stock, this required return is a function of the
dividend that is paid on the stock. The investor's required rate of return
can be expressed as the percentage of the dividend that is paid on the
stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

k=(D1+Pg)+g
where: k = the required return (cost of equity, equity

capitalization rate),
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Dy +Po = the dividend yield of a given share of stock
calculated by dividing the expected dividend by
the current market price of the given share of
stock, and

g = the expected rate of future dividend growth.

This formula is the basis for the standard growth valuation model that |
used to determine BMSC'’s cost of equity capital. It is similar to the model

that was used by the Company.

Q. In determining the rate of future dividend growth for BMSC, what

assumptions did you make?

A. There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a
constant rate into perpetuity, and second, the dividend payout ratio will
remain at a constant rate. Both of these assumptions are predicated on
the traditional DCF model's basic underlying assumption that a company's
earnings, dividends, book value and share growth all increase at the same
constant rate of growth into infinity. Given these assumptions, if the
dividend payout ratio remains constant, so does the earnings retention
ratio (the percentage of earnings that are retained by the company as
opposed to being paid out in dividends). This being the case, a

company's dividend growth can be measured by multiplying its retention

10
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ratio (1 - dividend payout ratio) by its book return on equity. This can be

statedasg=bxr.

Would you please provide an example that will illustrate the relationship
that earnings, the dividend payout ratio and book value have with dividend
growth?

RUCO consultant Stephen Hill illustrated this relationship in a Citizens

Utilities Company 1993 rate case by using a hypothetical utility.?

Table |
Year 1 Year 2 Year 3 Year 4 Year 5 Growth
Book Value $10.00 $10.40 $10.82 $11.25 $11.70 4.00%
Equity Return 10% 10% 10% 10% 10% N/A
Earnings/Sh. $1.00 $1.04 $1.082 $1.125 $1.170 4.00%
Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A
Dividend/Sh $0.60 $0.624 $0.649 $0.675 $0.702 4.00%

Table | of Mr. Hill's illustration presents data for a five-year period on his
hypothetical utility. In Year 1, the utility had a common equity or book
value of $10.00 per share, an investor-expected equity return of ten
percent, and a dividend payout ratio of sixty percent. This results in
earnings per share of $1.00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

Z  Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared

Testimony, dated December 10, 1993, p. 25.

11
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1 Year 1. Because forty percent (1 - 0.60 payout ratio) of the utility's
2 earnings are retained as opposed to being paid out to investors, book
3 value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table |
4 presents the results of this continuing scenario over the remaining five-
5 year period.
6 The results displayed in Table | demonstrate that under "steady-state” (i.e.
7 constant) conditions, book value, earnings and dividends all grow at the
8 same constant rate. The table further illustrates that the dividend growth
9 rate, as discussed earlier, is a function of (1) the internally generated
10 funds or earnings that are retained by a company to become new equity,
11 and (2) the return that an investor earns on that new equity. The DCF
12 dividend growth rate, expressed as g = b x r, is also referred to as the
13 internal or sustainable growth rate.
14
15 | Q. If earnings and dividends both grow at the same rate as book value,
16 shouldn't that rate be the sole factor in determining the DCF growth rate?
17 | A No. Possible changes in the expected rate of return on either common
18 equity or the dividend payout ratio make earnings and dividend growth by
19 themselves unreliable. This can be seen in the continuation of Mr. Hill's
illustration on a hypothetical utility.
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Table Il
Year 1 Year 2 Year 3 Year 4 Year 5 Growth
Book Value $10.00 $10.40 $10.82 $11.47 $12.158 5.00%
Equity Return 10% 10% 15% 15% 15% 10.67%
Earnings/Sh $1.00 $1.04 $1.623 $1.720 $1.824 16.20%
Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A
Dividend/Sh $0.60 $0.624 $0.974 $1.032 $1.094 16.20%

In the example displayed in Table |l, a sustainable growth rate of four
percent® exists in Year 1 and Year 2 (as in the prior example). In Year 3,
Year 4 and Year 5, however, the sustainable growth rate increases to six
percent.* If the hypothetical utility in Mr. Hill's illustration were expected to
earn a fifteen-percent return on common equity on a continuing basis,
then a six percent long-term rate of growth would be reasonable.
However, the compound growth rates for earnings and dividends,
displayed in the last column, are 16.20 percent. If this rate were to be
used in the DCF model, the utility's return on common equity would be
expected to increase by fifty percent every five years, [(15 percent + 10
percent) — 1]. This is clearly an unrealistic expectation.

Although it is not illustrated in Mr. Hill's hypothetical example, a change in
only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

® [ ( Year 2 Earnings/Sh — Year 1 Earnings/Sh ) + Year 1 Earnings/Sh ] =[ ( $1.04 - $1.00 ) +
$1.00]1=[%0.04 = $1.00] = 4.00%

* [ (1 - Payout Ratio ) x Rate of Return]=[( 1 -0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00%

13




10

11

12

13

14

15

16

17

18

19

20

21

22

Direct Testimony of William A. Rigsby
Docket No. SW-02361A-05-0657

the real world to have a dividend payout ratio that exceeds one hundred
percent on occasion, it would be unrealistic to expect the practice to

continue over a sustained long-term period of time.

Q. Other than the retention of internally generated funds, as illustrated in Mr.
Hill's hypothetical example, are there any other sources of new equity
capital that can influence an investor's growth expectations for a given

company?

A. Yes, a company can raise new equity capital externally. The best

example of external funding would be the sale of new shares of common
stock. This would create additional equity for the issuer and is often the
case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas.

Q. How does external equity financing influence the growth expectations held

by investors?

A. Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on
their investment). In the case of a utility, the book value of a company's
stock usually mirrors the equity portion of its rate base (the utility's earning
base). Because régulators allow utilities the opportunity to earn a
reasonable rate of return on rate base, an investor would take into

consideration the effect that a change in book value would have on the
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1 rate of return that he or she would expect the utility to earn. If an investor
2 believes that a utility's book value (i.e. the utility's earning base) will
3 increase, then he or she would expect the return on the utility's common
‘ 4 stock to increase. |If this positive trend in book value continues over an
5 extended period of time, an investor would have a reasonable expectation
6 for sustained long-term growth.
7
8 [Q. Please provide an example of how external financing affects a utility's
9 book value of equity.
10 | A. As | explained earlier, one way that a utility can increase its equity is by
11 selling new shares of common stock on the open market. If these new
12 shares are purchased at prices that are higher than those shares sold
13 previously, the utility's book value per share will increase in value. This
14 would increase both the earnings base of the utility and the earnings
15 expectations of investors. However, if new shares sold at a price below
16 the pre-sale book value per share, the after-sale book value per share
17 declines in value. If this downward trend continues over time, investors
18 might view this as a decline in the utility's sustainable growth rate and will
| 19 have lower expectations regarding growth. Using this same logic, if a new
‘ 20 stock issue sells at a price per share that is the same as the pre-sale book
‘ 21 value per share, there would be no impact on either the utility's earnings
base or investor expectations.
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Q. Please explain how the external component of the DCF growth rate is
determined.

A. In his book, The Cost of Capital to a Public Utility,> Dr. Myron Gordon, the
individual responsible for the development of the DCF or constant growth
model, identified a growth rate that includes both expected internal and
external financing components. The mathematical expression for Dr.

Gordon's growth rate is as follows:

g=(br)+(sv)

where: g = DCF expected growth rate,
b = the earnings retention ratio,
r = the return on common equity,
s = the fraction of new common stock sold that

accrues to a current shareholder, and
Y] = funds raised from the sale of stock as a fraction

of existing equity.

and v = 1-[(BV)+(MP)]
where: BV = book value per share of common stock, and
MP = the market price per share of common stock.

® Gordon, M.J., The Cost of Capital to a_Public_Utility, East Lansing, MI: Michigan State
University, 1974, pp. 30-33.

16
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Q.

Did you include the effect of external equity financing on long-term growth
rate expectations in your analysis of expected dividend growth for the DCF
model?

Yes. The external growth rate estimate (sv) is displayed on Page 1 of
Schedule WAR-4, where it is added to the internal growth rate estimate

(br) to arrive at a final sustainable growth rate estimate.

Please explain why your calculation of external growth on page 2 of
Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in
the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book
value, or a market-to-book ratio of 1.0, if regulators allow a rate of return
that is equal to the cost of capital (one of the desired effects of regulation).
As a result of this situation, | used [(M + B) + 1] + 2 as opposed to the
current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

Has the Commission ever adopted a cost of capital estimate that included
this specific assumption?

Yes. In the recent Southwest Gas Corporation rate case®, the
Commission adopted the recommendations of ACC Staff's cost of cost of

capital witness, Stephen Hill, who | noted earlier in my testimony. In that

® Docket No. G-01551A-04-0876

17
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case, Mr. Hill used the same methods that | have used in arriving at the
inputs for the DCF model. His final recommendation for Southwest Gas
Corporation was largely based on the results of his DCF analysis, which
incorporated the same valid market-to-book ratio assumption that | have

used consistently in the DCF model.

Q. How did you develop your dividend growth rate estimate?

A. | analyzed data on two separate proxy groups. A water company proxy
group comprised of four publicly traded water companies and a natural
gas proxy group consisting of eight natural gas local distribution
companies (“‘LDC”) which have similar operating characteristics to water

providers.

Q. Why did you use a proxy group methodology as opposed to a direct
analysis of BMSC?

A. One of the problems in performing this type of analysis is that the utility
applying for a rate increase is not always a publicly traded company, as is
the case with BMSC itself. Although shares of Algonquin Fund, the
mutual fund that BMSC is included in, are traded on the Toronto Stock
Exchange, there is no financial data available on dividends paid on
publicly held shares of BMSC. Consequently it was necessary to create a
proxy by analyzing publicly traded water companies with similar risk

characteristics.

18
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Q.

Are there any other advantages to the use of a proxy?

Yes. As | noted earlier, the U.S. Supreme Court ruled in the Hope
decision that a utility is entitted to earn a rate of return that is
commensurate with the returns on investments of other firms with
comparable risk. The proxy technique that | have used derives that rate of
return. One other advantage to using a sample of companies is that it
reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

What criteria did you use in selecting the companies that make up your
water company proxy for BMSC?

Three of the water companies used in the proxy are publicly traded on the
New York Stock Exchange (“NYSE”), and one of them, Southwest Water
Company, is traded on the National Association of Securities Dealers
Automated Quotation System (“NASDAQ”). All four water companies are

followed by The Value Line Investment Survey (“Value Line”) and are the

same companies that comprise Value Line's large capitalization Water
Utility Industry segment of the U.S. economy (Attachment B contains
Value Line’s January 27, 2006 update of the water utility industry and

evaluations of the four water companies used in my proxy).
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Q.

In determining your dividend growth rate estimates, both you and the
Company’s witness analyzed the data on publicly traded water utilities.
Why did you and the Company witness analyze only publicly traded water
utilities as opposed to firms that provide wastewater service?

The use of water utilities was necessitated by the fact that there is a lack
of financial and market information available on stand-alone wastewater
utilities. This in itself is not a problem, given the fact that both water and
wastewater utilities share similar risk characteristics. Both types of utilities
provide a basic service for which there are no substitutes and are also

subject to strict federal and state regulations.

What companies comprise your water company proxy group?

My water company proxy group includes American States Water
Company (stock ticker symbol “AWR”), Aqua America, Inc. (“WTR”),
formerly known as Philadelphia Suburban Corporation, and California
Water Service Group (“CWT”). The fourth water company, Southwest
Water Company (“SWWC”), is a relatively new addition to Value Line’s
water industry segment and debuted in the October 28, 2005 edition of

Value Line’s Ratings and Reports publication. Each of these water

companies face the same types of risk that BMSC faces. For the sake of
brevity, | will refer to each of these companies by their appropriate stock

ticker symbols henceforth.
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Q.

Briefly describe the areas served by the companies in your water
company sample proxy.

In addition to providing water service to residents of Fountain Hills,
Arizona, through its wholly owned subsidiary Chaparral City Water
Company, AWR serves communities located in Los Angeles, Orange and
San Bernardino counties in California. CWT provides service to
customers in seventy-five communities in California, New Mexico and
Washington. CWT’s principal service areas are located in the San
Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys
and parts of Los Angeles. SWWC owns and manages regulated systems
in California, New Mexico, Oklahoma and Texas. WTR, is a holding
company for a large number of water and wastewater utilities operating in
nine different states including Pennsylvania, Ohio, New Jersey, lllinois,

Maine, North Carolina, Texas, Florida and Kentucky.

Are these the same water companies that BMSC used in its application?

With the exception of SWWC, BMSC'’s cost of capital witness, Mr. Thomas
J. Bourassa, used the same water companies that | included in my proxy.
In addition to these three companies, Mr. Bourassa also used three other
water companies’ that are included in Value Line’s Small and Mid Cap

Edition.

7 Connecticut Water Service, Inc., Middlesex Water Company and SJW Corp.

21
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Q.

Why did you exclude the water companies that are followed in Value
Line’s Small and Mid Cap Edition?

Value Line does not provide the same type of forward-looking information
(i.e. long-term estimates on return on common equity and share growth)
on small and mid-cap companies that it provides on the four water
companies that | used in my proxy. Consequently, these water companies

are not as suitable as the ones that | have used in my analysis.

What criteria did you use in selecting the eight natural gas LDC's that
make up your proxy for BMSC?

As are the water companies that | just described, each of the natural gas
LDC'’s used in the proxy are publicly traded on a major stock exchange (all
eight trade on the NYSE) and are followed by Value Line. Each of the
eight LDC'’s are tracked in Value Line's natural gas (distribution) industry
segment. All of the companies in the proxy are engaged in the provision
of regulated natural gas distribution services. Aﬁachment C of my
testimony contains Value Line’s most recent evaluation of the natural gas

proxy group that | used for my cost of common equity analysis.

What companies are included your natural gas sample proxy?
The eight natural gas LDC’s included in my proxy (and their NYSE ticker
symbols) are Cascade Natural Gas Corporation (*CGC”), KeySpan Corp.

(*KSE”), Laclede Group, Inc. (“LG”), Northwest Natural Gas Co. (“NWN"),

22
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Peoples Energy Corporation (“PGL"), South Jersey Industries, Inc. (“SJI”)
Southwest Gas Corporation (“SWX”), which is the dominant natural gas
provider in Arizona and presently has a rate application before the ACC,

and WGL Holdings, Inc. (“WGL").

Briefly describe the regions of the U.S. served by the eight natural gas
LDC'’s that make up your sample proxy.

The eight LDC’s listed above provide natural gas service to customers in
the Northeast (i.e. KSE which serves New York and New England), the
Middle Atlantic region (i.e. SJI which serves southern New Jersey and
WGL which serves the Washington D.C. metro area). The Midwest (i.e.
PGL which provides service to Chicago and its suburbs respectively, and
LG which serves the St. Louis area), and the Pacific Northwest (i.e. CGC
and NWN which serve Washington state and Oregon). Portions of

Arizona, Nevada and California are served by SWX.

Did the Company’s witness also perform a similar analysis using natural

gas LDC’s?

No, He did not.
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Q.

Please explain your DCF growth rate calculations for the sample
companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal
growth rates, book values per share, numbers of shares outstanding, and
the compounded share growth for each of the utilities included in the
sample for the historical observation period 2000 to 2004. Schedule
WAR-5 also includes Value Line's projected 2005, 2006, and 2008-10
values for the retention ratio, equity return, book value per share growth

rate, and number of shares outstanding.

Please describe how you used the information displayed in Schedule
WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, | will use Southwest Water Company,
(NASDAQ symbol SWWC) as an example. The first dividend growth
component that | evaluated was the internal growth rate. | used the "b x r"
formula (described on pages 9 and 10) to multiply SWWC's earned return
on common equity by its earnings retention ratio for each year in the 2000
to 2004 observation period to derive the utility's annual internal growth
rates. | used the mean average of this five-year period as a benchmark
against which | compared the projected growth rate trends provided by
Value Line. Because an investor is more likely to be influenced by recent
growth trends, as opposed to historical averages, the five-year mean

noted earlier was used only as a benchmark figure. As shown on
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|

|

|

|

1 Schedule WAR-5, Page 1, SWWC had sustainable internal growth that
2 averaged 5.44 percent over the course of the 2000 to 2004 observation
3 period. During this time frame, growth ranged from 7.22 percent in 2000,
4 to 7.51 percent in 2001 but then fell to 5.91 percent in 2002. Internal
5 growth continued to decline from 5.81 percent in 2003 to 0.75 percent in
6 the final year of the observation period. Value Line’s analysts are
7 optimistic for the future, projecting growth of 2.14% for 2005, followed by
8 steady increases of 3.32% and 7.64% in the 2006 and 2008-10 time
9 frames. While a 5.00% to 5.50 percent rate of growth would appear to be
10 reasonable, given the aforementioned information on the historic behavior
11 of CWT's internal growth rate, projections for 17 percent on earnings and
12 9.00 percent on dividends by Value Line, lead me to believe that a 6.00%
13 rate of growth appears to be within the realm of possibility for SWWC.
14

15 | Q. Please continue with the external growth rate component portion of your
16 analysis.

17 | A. Schedule WAR-5 demonstrates that the pattern of share’s outstanding

18 increased from 13.33 million to 19.40 during the 2000 to 2004 time frame.
19 Despite this share growth of 9.84 percent during the observation period,
20 Value Line is predicting that this level will increase to only 19.50 million in
21 2005. This trend is expected to continue during the 2006 and 2008-10
22 time frames. Value Line’s analysts are forecasting an increase of 21.50

million shares outstanding by the end of 2010. After weighing these
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projections, | believe that a 2.00% growth in shares is not unreasonable
for SWWC. My final dividend growth rate estimate for SWWC is 7.30
percent (6.00 percent internal + 1.30 percent external) and is shown on

Page 1 of Schedule WAR-4.

Q. What is your average dividend growth rate estimate using the DCF model
for the sample water utilities?
A. Based on the DCF model, my average dividend growth rate estimate is

7.35 percent as displayed on page 1 of Schedule WAR-4.

Q. Did you use the same approach to determine an average dividend growth
rate for the proxy comprised of natural gas LDC’s?

A. Yes.

Q. What is your average dividend growth rate estimate using the DCF model
for the sample natural gas utilities?
A. Based on the DCF model, my average dividend growth rate estimate is

4.59 percent, which is also displayed on page 1 of Schedule WAR-4.
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Q.

How does your average dividend growth rate estimates on water
companies compare to the growth rate data published by Value Line and
other analysts?

In the case of the water companies, my estimate falls between the
projections of analysts at both Zacks Investment Research, Inc. (“Zacks”)
and Value Line. Schedule WAR-6 compares my sustainable growth
estimates with the five-year projections of both Zacks (Attachment D) and
Value Line. The 7.35 percent estimate that | have calculated is 10 basis
points lower than the projected 5-year EPS average of 7.45 percent for
Zacks and 78 basis points lower than the 8.13 percent projection by Value
Line (which is an average of EPS, DPS and BVPS). My 7.35 percent
estimate is 346 basis points higher than the Value Line 5-year compound
historical average also displayed in Schedule WAR-6. This indicates that
investors are expecting increased performance from water utilities in the
future. On balance, | would say my 7.35 percent estimate is a good
representation of the growth projections that are available to the investing

public.

How does your average dividend growth rate estimates on natural gas
LDC’s compare to the growth rate data published by Value Line and other
analysts?

In regard to the natural gas LDC’s, my estimate falls 32 basis points below

the projections of analysts at Zacks but only 1 basis point lower than
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Value Line. However, as can also be seen on Schedule WAR-6, the 4.59
percent estimate that | have calculated is 34 basis points higher than the
average of the projected 5-year EPS means of 4.91 percent for Zacks, the
4.60 percent projection by Value Line (which is an average of EPS, DPS
and BVPS) and the five-year historical average of Value Line data on
EPS, DPS and BVPS. In fact, my 4.59 percent estimate is 196 basis
points higher than the Value Line 5-year compound historical average just
noted. As with water companies, this indicates that investors are
expecting increased performance from natural gas distribution companies
in the future. In the case of the LDC’s | would say that my 4.59 percent
estimate, which is very close’to Value Line’s projections but somewhat
lower than Zack’s estimates, is a fairly good representation of the growth

projections presented by securities analysts at this point in time.

Q. How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the natural gas LDC’s | used the
estimated annual dividends, for the next twelve-month period, that
appeared in Value Line’s January 27, 2006 Ratings and Reports water
services industry update and Value Line’s December 16, 2005 Ratings
and Reports Natural Gas (Distribution) update. | then divided those
figures by the eight-week average price per share of the appropriate

utility's common stock. The eight-week average price is based on the
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daily closing stock prices for each of the companies in my proxies for the

period December 27, 2005 to February 17, 2006.

Based on the results of your DCF analysis, what is your cost of equity
capital estimate for the water and natural gas companies included in your
sample?

As shown in Schedule WAR-2, the cost of equity capital derived from my
DCF analysis is 9.49 percent for the water companies and 9.29 percent for

the natural gas LDC'’s.

Capital Asset Pricing Model (CAPM) Method

Q.

Please explain the theory behind the capital asset pricing model (“CAPM”)
and why you decided to use it as an equity capital valuation method in this
proceeding.

CAPM is a mathematical tool that was developed during the early 1960’s
by William F. Sharpe®, the Timken Professor Emeritus of Finance at
Stanford University, who shared the 1990 Nobel Prize in Economics with
Merton Miller and Harry Markowitz for research that eventually resulted in
the CAPM model. CAPM is used to analyze the relationships between

rates of return on various assets and risk as measured by beta.® In this

& William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Management Science, Vol. 9, No.
2 (January 1963), pp. 277-93.

® Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
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regard, CAPM can help an investor to determine how much risk is
associated with a given investment so that he or she can decide if that
investment meets their individual preferences. Finance theory has always
held that as the risk associated with a given investment increases, so
should the expected rate of return on that investment and vice versa.
According to CAPM theory, risk can be classified into two specific forms:
nonsystematic or diversifiable risk, and systematic or non-diversifiable
risk. While nonsystematic risk can be virtually eliminated through
diversification (i.e. by including stocks of various companies in various
industries in a portfolio of securities), systematic risk, on the other hand,
cannot be eliminated by diversification. Thus, systematic risk is the only
risk of importance to investors. Simply stated, the underlying theory
behind CAPM states that the expected return on a given investment is the
sum of a risk-free rate of return plus a market risk premium that is
proportional to the systematic (non-diversifiable risk) associated with that
investment. In mathematical terms, the formula is as follows:

kK=r+[B(rm-r)]

where: k = cost of capital of a given security,
If = risk-free rate of return,
13 = beta coefficient, a statistical measurement of a

security's systematic risk,

on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market; and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.
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average market return (e.g. S&P 500), and

M-I = market risk premium.

Q. What security did you use for a risk-free rate of return in your CAPM
analysis?
A. 1 used a six-week average on a 91-day U.S. Treasury Bill (“T-Bill") rate.*

This resulted in a risk-free (ry) rate of return of 4.37 percent.

Q. Why did you use the short-term T-Bill rate as opposed to the yield on an
intermediate 5-year Treasury note or a long-term 30-year Treasury bond?
A. Because a 91-day T-Bill presents the lowest pbssible total risk to an
investor. As citizens and investors, we would like to believe that U.S.
Treasury securities (which are backed by the full faith and credit of the
United States Government) pose no threat of default no matter what their
maturity dates are. However, a comparison of various Treasury
instruments will reveal that those with longer maturity dates do have
slightly higher yields. Treasury yields are comprised of two separate

components,

a true rate of interest (believed to be approximately 2.00
percent) and an inflationary expectation. When the true rate of interest is

subtracted from the total treasury yield, all that remains is the inflationary

1% A six-week average was computed for the current rate using 91-day T-Bill quotes listed in
Value Line’s Selection and Opinion newsletter from January 13, 2006 to February 17, 2006.

" Asa general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the true rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.
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1 expectation. Because increased inflation represents a potential capital
2 loss, or risk, to investors, a higher inflationary expectation by itself
3 represents a degree of risk to an investor. Another way of looking at this
4 is from an opportunity cost standpoint. When an investor locks up funds in
5 long-term T-Bonds, compensation must be provided for future investment
6 opportunities foregone. This is often described as maturity or interest rate
7 risk and it can affect an investor adversely if market rates increase before
8 the instrument matures (a rise in interest rates would decrease the value
9 of the debt instrument). As discussed earlier in the DCF portion of my
10 testimony, this compensation translates into higher rates of returns to the
11 investor. Since a 91-day T-Bill presents the lowest possible total risk to an
12 investor, it more closely meets the definition of a risk-free rate of return
13 and is the more appropriate instrument to use in a CAPM analysis.
14
15 [ Q. How did you calculate the market risk premium used in your CAPM
16 analysis?
17 JA. | used both a geometric and an arithmetic mean of the historical returns on
18 the S&P 500 index from 1926 to 2004 as the proxy for the market rate of
19 return (rm). The risk premium (ry, - rf) that results by using the geometric
20 mean calculation for ry is equal to 6.03 percent (10.40% - 4.37% =
21 6.03%). The risk premium that results by using the arithmetic mean
calculation for ry, is 8.03 percent (12.40% - 4.37% = 8.03%).
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Q.

How did you select the beta coefficients that were used in your CAPM
analysis?

The beta coefficients (B), for the individual utilities used in both my
proxies, were calculated by Value Line and were current as of January 27,
2006 for the water companies and December 16, 2005 for the natural gas
LDC’s. Value Line calculates its betas by using a regression analysis
between weekly percentage changes in the market price of the security
being analyzed and weekly percentage changes in the NYSE Composite
Index over a five-year period. The betas are then adjusted by Value Line
for their long-term tendency to converge toward 1.00. The beta
coefficients for the service providers included in my water company
sample ranged from 0.70 to 0.80 with an average beta of 0.75. The beta
coefficients for the LDC's included in my natural gas sample ranged from

0.65 to 0.85 with an average beta of 0.78.

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation
using a geometric mean for r, results in an average expected return of
8.89 percent for the water companies and 9.08 percent for the natural gas
LDC’s. My calculation using the arithmetic mean results in an average
expected return of 10.39 percent for the water companies and 10.64
percent for the natural gas LDC’s. Although there is some debate on this

point, | believe that the consensus among financial analysts appears to be
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that the arithmetic mean is the better of the two averages.

For this

reason, | believe that the 10.39 percent estimate for water and the 10.64

percent figure for gas are the better checks on the resuits of my respective

DCF analyses for water and gas.

Q. Please summarize the results derived under each of the methodologies

presented in your testimony.

each methodology used:

METHOD RESULTS
DCF (Water Sample) 9.49%
DCF (Natural Gas Sample) 9.29%
CAPM (Water Sample) 8.89% —10.39%

CAPM (Natural Gas)

9.08% ~ 10.64%

The following is a summary of the cost of equity capital derived under

Based on these results, my best estimate of an appropriate range for the

cost of equity is from 8.89 percent to 10.64 percent.

My final

recommendation is a 9.49 percent return for BMSC'’s cost of equity capital.
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Q

How did you arrive at your recommended 9.49 percent cost of common
equity?

My recommended 9.49 percent cost of common equity is the result of my
DCF analysis for water companies, which is the higher of my two DCF

estimates.

Is this the method that you have typically used to determine the cost of
equity capital in prior rate case proceedings?

Typically yes. With a few exceptions | have generally used the results
obtained from the DCF model as a basis for my final recommended cost of

equity capital while using the CAPM as a check on DCF results.

Current Economic Environment

Q.

Please explain why it is necessary to consider the current economic
environment when performing a cost of equity capital analysis for a
regulated utility.

Consideration of the economic environment is necessary because trends
in interest rates, present and projected levels of inflation, and the overall
state of the U.S. economy determine the rates of return that investors earn
on their invested funds. Each of these factors represent potential risks
that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are investing in non-regulated entities also.
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Q.
A

Please discuss your analysis of the current economic environment.

My analysis includes a brief review of the economic events that have
occurred since 1990. Schedule WAR-8 displays various economic
indicators and other data that | will refer to during this portion of my
testimony.

In 1991, as measured by the most recently revised annual change in
gross domestic product (“GDP”), the U.S. Economy experienced a rate of
growth of negative 0.20 percent. This decline in GDP marked the
beginning of a mild recession that ended sometime before the end of the
first half of 1992. Reacting to this situation, the Federal Reserve Board
(“Federal Reserve” or “Fed”), then chaired by noted economist Alan
Greenspan, lowered its benchmark federal funds rate'? in an effort to
further loosen monetary constraints - an action that resulted in lower
interest rates.

During this same period, the nation's major money center banks followed
the Federal Reserve's lead and began lowering their interest rates as well.
By the end of the fourth quarter of 1993, the prime rate (the rate charged
by banks to their best customers) had dropped to 6.00 percent from a
1990 level of 10.01 percent. In addition, the Federal Reserve's discount

rate on loans to its member banks had fallen to 3.00 percent and short-

"2 The interest rate charged by banks with excess reserves at a Federal Reserve district bank to
banks needing overnight loans to meet reserve requirements. The federal funds rate is the most
sensitive indicator of the direction of interest rates, since it is set daily by the market, unlike the
prime rate and the discount rate, which are periodically changed by banks and by the Federal
Reserve Board, respectively.
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1 term interest rates had declined to levels that had not been seen since
| 2 1972.
3 Although GDP increased in 1992 and 1993, the Federal Reserve took
4 steps to increase interest rates beginning in February of 1994, in order to
5 keep inflation under control. By the end of 1995, the Federal discount rate
6 had risen to 5.21 percent. Once again, the banking community followed
7 the Federal Reserve's moves. The Fed’s strategy, during this period, was
8 to engineer a "soft landing." That is to say that the Federal Reserve
9 wanted to foster a situation in which economic growth would be stabilized
10 - without incurring either a prolonged recession or runaway inflation.
11
12 | Q. Did the Federal Reserve achieve its goals during this period?
13 | A. The Fed's strategy of decreasing interest rates to stimulate the economy
14 worked. The annual change in GDP began an upward trend in 1992. A
15 change of 4.50 percent and 4.20 percent were recorded at the end of
16 1997 and 1998 respectively. Based on daily reports that were presented
17 in the mainstream print and broadcast media during most of 1999, there
18 appeared to be little doubt among both economists and the public at large
19 that the U.S. was experiencing a period of robust economic growth
20 highlighted by low rates of unemployment and inflation. Investors, who
i 21 believed that technology stocks and Internet company start-ups (with little
1 22 or no history of earnings) had high growth potential, purchased these
types of issues with enthusiasm. These types of investors, who exhibited
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what Chairman Greenspan described as “irrational exuberance,” pushed

stock prices and market indexes to all time highs from 1997 to 2000.

Q. What has been the state of the economy over the last five years?

A. The U.S. economy entered into a recession around the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of
the 1990’s, had already run its course sometime during the third quarter of
2000. Economic data released since the beginning of 2001 had already
been disappointing during the months preceding the September 11, 2001
terrorist attacks on the World Trade Center and the Pentagon. Slower
growth figures, rising layoffs in the high technology manufacturing sector,
and falling equity prices (due to lower earnings expectations) prompted
the Fed to begin cutting interest rates as it had done in the early 1990's.
The now infamous terrorist attacks on New York City and Washington
D.C. marked a defining point in this economic slump and prompted the
Federal Reserve to continue its rate cutting actions through December
2001. Prior to the 9/11 attacks, commentators, reporting in both the
mainstream financial press and various economic publications including
Value Line, believed that the Federal Reserve Chairman was cutting rates
in the hope of avoiding the recession that the U.S. is still in the process of
recovering from.

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee (“FOMC”) decided not to change interest rates, moves
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which indicated that the worst may be over and that the current recession
might have bottomed out during the last quarter of 2001, a lackluster
economy persisted. The continuing economic malaise and even fears of
possible deflation prompted the FOMC to make a thirteenth rate cut on
June 25, 2003. The quarter point cut reduced the federal funds rate to
1.00 percent, the lowest level in 45 years.

Even though some signs of economic strength, that were mainly attributed
to consumer spending, began to crop up during the latter part of 2002 and
into 2003, Chairman Greenspan appeared to be concerned with sharp
declines in capital spending in the business sector.

During the latter part of 2003, the FOMC went on record as saying that it
intended to leave interest rates low “for a considerable period.” After its
two-day meeting that ended on January 28, 2004, the FOMC stated “that
with inflation ‘quite low’ and plenty of excess capacity in the economy,

policy-makers ‘can be patient in removing its policy accommodation.”®

What actions has the Federal Reserve taken in terms of interest rates
since the beginning of 20017

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut
interest rates a total of thirteen times. During this period, the federal funds
rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

'3 Wolk, Martin, “Fed leaves short-term rates unchanged,” MSNBC, January 28, 2004.
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percent. Between June 29, 2004 and January 31, 2006, the FOMC has
raised the federal funds rate thirteen more times to its current level of 4.50
percent (the next scheduled meeting of the FOMC will be on March 28,
2006). The FOMC'’s January 31, meeting was also the final meeting for
retiring Chairman Alan Greenspan, who had presided over the rate setting
body for a total of eighteen years. On that same day, Greenspan's
successor, Ben Bernanke, the chairman of the President's Council of
Economic Advisers and a former Fed governor from 2002 to 2005, was

confirmed by the U.S. Senate to be the new Fed chief.

What has been the reaction to the latest Fed action on interest rates?
As expected, banks have followed the Fed’s lead once again and have
boosted the prime rate to its current level of 7.50 percent. According to an

article that appeared in the December 2, 2004 edition of The Wall Street

Journal, the FOMC’s decision to begin raising rates two years ago was
viewed as a move to increase rates from emergency lows in order to avoid
creating an inflation problem in the future as opposed to slowing down the
strengthening economy’*. In other words, the Fed was trying to head off
inflation before it became a problem.

Since it began increasing the federal funds rate in June 2004, the Federal

Reserve had stated that it would increase rates at a “measured” pace.

1 McKinnon, John D. and Greg IP, “Fed Raises Rates by a Quarter Point,” The Wall Street
Journal, September 22, 2004.
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Many analysts and economists interpreted this language to mean that
former Chairman Greenspan would be cautious in increasing interest rates
too quickly in order to avoid what is considered to be one of the Fed’s few
blunders during Greenspan’s tenure — a series of increases in 1994 that
caught the financial markets by surprise after a long period of low rates.
The rapid rise in rates resulted in financial turmoil, which contributed to the

bankruptcy of Orange County, California and the Mexican peso crisis®.

Q. Putting this all into perspective, how have the Fed’s actions over the past

five years affected benchmark rates?

A. Despite recent increases by the FOMC, interest rates and yields on U.S.

Treasury instruments are still at historically low levels. The Fed’s actions
have also had the overall effect of reducing the cost of many types of
business and consumer loans. Despite the recent increases in the federal
funds rate, the federal discount rate (the rate charged to member banks)

has fallen from 5.73 percent in 2000, to its present level of 5.50 percent.

Q. What has been the trend in other leading interest rates over the last year?

A. As of February 9, 2006, all of the leading interest rates have moved up.

The prime rate has increased from 5.50 percent a year ago to a current
level of 7.50 percent. The benchmark federal funds rate, just discussed,

has increased from 2.50 percent, in February 2005, to its current level of

'S Associated Press (AP), “Fed begins debating interest rates” USA Today, June 29, 2004.
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4.50 percent (the result of the fourteen quarter point increases noted
earlier). The yields on all maturities of U.S. Treasury instruments have
increased over the past year. Both the 30-year and 30-year zero Constant
Maturity rates have reversed their earlier trends of falling as short-term
rates were rising, a condition that had been described by former Chairman
Greenspan as a “conundrum”’®, thus creating the flat yield curve that
currently exists (Attachment E). The 91-day T-bill rate, used in my CAPM
analysis, has increased from 2.51 percent, in February 2005, to 4.51
percent today. The 1-Year Treasury Constant Maturity rate has also
increased from 2.93 percent over the past year to 4.66 percent today.
Again, these levels are still low when they are compared with yields during

the early nineties displayed on Schedule WAR-8.

How have economists and members of the investment community viewed

the Fed'’s rate actions since June 20047

The change in the Fed’s language from “considerable period” to “patient”
to “measured,” that have been noted through the course of my testimony,
has pretty much summed up the Fed's course of action during the
economic recovery that is still in progress. In his October 2004 column for

Wells Capital Management's (“Wells”) Monthly Market Outlook publication,

Senior Economist Gary E. Schlossberg viewed the Fed’s credit tightening

action as a trend that would likely continue barring an unraveling of the

'® Wolk, Martin, “Greenspan wrestling with rate ‘conundrum’,” MSNBC, June 8, 2005.
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economic recovery, a major disruption in the financial markets or a
renewed threat of declining prices. Mr. Schlossberg believed then that the
Fed was determined to engineer a fundamental shift from its past policy of
“aggressive accommodation” to what he considered to be a more “neutral”
policy stance (determined by both the rate of inflation and an additional
“premium” of possibly 1.00 percent to 1.50 percent) via a series of rapid
fire quarter-point (i.e. 25 basis points) increases that will result in a federal
funds rate of 4.00 percent to 4.50 percent by the end of 2005. Mr.
Schlossberg’s expectation of future incremental increases in the federal
funds rate was also shared at the time by Mickey Levy, Chief Economist
for Bank of America, and by Value Line analysts. In the October 1, 2004
edition of Value Line’s “Selection & Opinion” publication, Value Line’s
analysts stated that they believed that the Fed was following a prudent
course. In their opinion the Fed’s interest rate cutting helped to avoid a
more serious recession and the Fed'’s present course of action will help to
insure that the current upturn in the economy is sustained while keeping

inflation low and under control at the same time.

Q. What is the current outlook for interest rates, inflation, and the economy?

A. The views expressed by Messrs Levy and Schlossberg during the last

quarter of 2004 have only been off target by about three months. A recent
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article’” in the February 1, 2006 edition of The Wall Street Journal

reported that a Fed statement accompanying the news of the latest rate
hike signaled that another rate increase is still on the table and, that at this
point, it appears that any further increases will depend on incoming
economic data. If the Fed continues its trend of raising rates in 25 basis
point increments under incoming Chairman Bernanke, the federal funds
rate should level off at either 4.50 percent or 4.75 percent within the first
quarter of 2006.

According to analysts and economists at Value Line and Wells Capital
Management, the overall outlook for economic growth, and the current low
interest rate environment, appears to be good despite a moderate pace of
GDP growth and higher oil prices. In their most recent Selection &
Opinion outlook published on Friday, February 17, 2006, Value Line

analysts stated the following:

“We think the economy will settle into a modest, albeit sustain-
able, growth course over the balance of 2006. Underpinning
this prospective growth of 3.0%-3.5% should be solid levels of
industrial production and capital goods activity, stable trends in
consumer spending, and further gains in personal income and
employment. Arguing against stronger growth will be high oil
prices and generally softening demand for housing.

The following quote' by Wells Capital management's Chief Investment

Strategist, James W. Paulsen, Ph.D., had this to say:

“While we believe that the stock market will be dictated by the
pace of real economic growth this year, the bond market and
Fed actions will depend on the direction of core consumer price
inflation. Until now, Fed policy has been aimed at reversing the

" Ip, Greg, “Fed Lifts Rate by Quarter Point, Casts Doubt on More Increases,” The Wall Street
Journal, February 1, 2006.
S Wells Capital Management’s Economic and Market Perspective, January 2006, Page 1.
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emergency discount and returning short-term interest rates back
to a neutral range. Future policy actions will now depend primarily
on inflation evidence. Throughout this recovery the bond market
has consistently shown a newfound attitude — ‘strong real economic
growth doesn’t scare me, only evidence of actual core inflation
will get me to raise yields’.”

Q. How has the water industry segment of the U.S. economy fared recently?
In his January 27, 2006 update on the water services industry, Value Line
analyst Andre Costanza stated that earnings for the water utility industry
as a whole continued to lag the earnings of most industrial companies
during 2005. Mr. Costanza attributes this problem to a combination of
rainy weather and rising infrastructure costs. Although none of the water
company stocks followed by Value Line offer attractive capital gains,
according to Mr. Costanza, they do remain attractive to income-oriented
investors. Mr. Costanza noted that water utility stocks have had a long
history of generating steady streams of income and that AWR and CWT
both offer above-average dividend yields that should, based on Value

Line’s projections, continue over the long run (Attachment B).

Q. What has been the trend in Value Line’s return on common equity
projections for the water utility industry over the last six years?

A. Up until this year, and with the exception of 2003, Value Line's analysts
have been making downward projections on water industry book returns

on common equity (“ROE”). The following is a summary of Value Line’s
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water utility industry composite statistics on ROE, over the aforementioned

period, which are exhibited in Attachment F of my testimony:

Value Line Published Projected Returns 2000 — 2005

2000 2001 2003-05

Value Line ROE Projection — Nov. 3, 2000 11.0% 11.0% 12.0%
2001 2002 2004-06

Value Line ROE Projection — Nov. 2, 2001 10.5% 11.0% 11.5%
2002 2003 2005-07

Value Line ROE Projection — Nov. 1, 2002 10.0% 10.5% 11.5%
2003 2004 2006-08

Value Line ROE Projection — Oct. 31, 2003 10.0% 11.0% 12.0%
2004 2005 2007-09

Value Line ROE Projection — Oct. 29, 2004 95% 9.5% 10.0%
2005 2006 2008-10

Value Line ROE Projection — Oct. 28, 2005 11.0% 11.0% 11.5%

Value Line Published Actual Returns 2001 - 2005

2001 2002 2003 2004

Value Line historic Returns — Oct. 28, 2005 10.7% 11.2% 8.8% 10.7%

In addition to the downward trend in projections that | just addressed, the
above summary also illustrates the fact that Value Line’s analysts have
been somewhat more optimistic in their forward-looking one-year and
long-term projections. As can be seen below, Value Line’s analysts have

been somewhat high in their coming year projections on ROE.
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Value Line Actual Book
Year Projected Return on ROE Difference
2001 11.0% 10.7% -30 Basis Points
2002 _ 11.0% 11.2% 20 Basis Points
2003 10.5% 8.8% -170 Basis Points
2004 11.0% 10.7% -30 Basis Points

As can be seen above, with the exception of the 2002 operating period,
Value Line’s analyst’s projections on water utility ROE’s from one year out
were 30 to 170 basis points higher than the actual returns booked by the
water utilities. This is why | do not rely on the face value of analyst's
projections and only use Value Line's and Zack’s projections as guides in

developing my growth estimates for the DCF model.

Please summarize how the economic data just presented relates to
BMSC.

If incoming Fed Chairman Benanke continues to keep inflation in check,
and keep it contained within in his preferred range of 1 to 2 percent'®,
BMSC could look forward to relatively stable and even possibly declining
prices for goods and services, which in turn means that BMSC can expect
its present operating expenses to either remain stable or possibly decline
in the coming years. Lower interest rates would also benefit BMSC in

regard to any short or long-term borrowing needs that the Company may

have. Lower interest rates, would further help to accelerate growth in new

' Ip, Greg, “Fed Minutes Indicate Inflation Still a Worry for Some Officials, ” The Wall Street
Journal, February 22, 2006.
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construction projects and home developments in the Company’s service

territories, and may result in new revenue streams to BMSC.

After weighing the economic information that you've just discussed, do you
believe that the 9.49 percent cost of equity capital that you have estimated
is reasonable for BMSC?

| believe that my recommended 9.49 percent cost of equity will provide
BMSC with a reasonable rate of return on the Company's invested capital
when economic data on interest rates (that are still low by historical
standards), continued growth in new housing construction (attributed to
historically low interest rates), and a low and stable outlook for inflation are
all taken ihto consideration. As | noted earlier, the Hope decision
determined that a utility is entitted to earn a rate of return that is
commensurate with the returns it would make on other investments with
comparable risk. | believe that my DCF analysis has produced such a
return. The resuits that | have obtained are consistent with Value Line's
view that the water utility stocks included in my proxy “offer an above

average dividend yield.”

CAPITAL STRUCTURE

Q.

A.

Have you reviewed BMSC's testimony regarding the Company's proposed
capital structure?

Yes, | have.
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Q.

Please describe the Company's proposed capital structure.

The Company is proposing a capital structure comprised of 100 percent
common equity. This capital structure excludes long-term debt issued by
the Algonquin Fund to BMSC®. BMSC argues in this case that, because
it has treated the Company’s debt service costs as an annual operating
lease expense, the underlying debt issuances should be excluded from
the capital structure. RUCO is not recommending this operating lease
treatment, and therefore it is appropriate to reflect the debt issuance in the

capital structure.

Is RUCO recommending that the Commission continue to treat the
purchased treatment capacity as an operating lease?

No. RUCO witness Marylee Diaz Cortez, CPA, is recommending that the
purchased treatment capacity be treated as a utility asset and that it be
included in BMSC’s rate base as utility plant-in-service. Accordingly, |
have made an adjustment to remove the Company-proposed $189,622
operating expense, which recovers the debt service on the purchased

treatment capacity.

What capital structure are you proposing?
| am recommending a capital structure comprised of 56 percent common

equity and 44 percent long-term debt.

2 This adjustment is discussed in detail in the direct testimony RUCO witness Marylee Diaz
Cortez, CPA
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Q.

How did you arrive at your recommended level of Common equity?
My recommended capital structure includes the Company-proposed test

year adjusted level of $1,498,949 in common equity.

How did you determine your recommended level of long-term debt?

The $1,201,726 level of long-term debt represents the general ledger
balance of inter-company loans that are identified on BMSC'’s balance
sheet as payables to associated companies, which along with my
recommended level of common equity, financed the Company’s test year
level of plant-in-service and the purchased treatment capacity asset, that
Ms. Diaz Cortez is recommending rate base treatment for, during the test

year.

Will the opportunity exist for BMSC to recover the Company’s investment
in the purchased treatment capacity under the treatment that RUCO is
proposing?

Yes. BMSC will have an opportunity to recover the Company’s invested
capital in the purchased treatment capacity in the same manner that the
Company will recover all of its other invested capital under normal

ratemaking practice.
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Q.

Please describe the payables to associated companies that you have
included in the long-term debt portion of your recommended capital
structure.

The payables to associated companies represent inter-company loans,
between the Company and Algonquin Water Resources of America, Inc.,
as evidenced by three promissory notes that were entered into on March

16, 2001, at the time of Algonquin Power’s acquisition of BMSC.

How did you arrive at your recommended cost of 9.40 percent for the
payables to associated companies?

My recommended 9.40 percent cost of debt is the same cost of debt that
the Company’s consultant used to calculate the operating lease expense

figure exhibited in Schedule C of BMSC’s Application.

Is the Company-proposed capital structure in line with industry averages?
No. The Company-proposed capital structure is much heavier in equity
than the capital structures of the other water companies included in my
cost of capital analysis (Schedule WAR-9). The capital structures for
those utilities averaged 50.1 percent for debt and 49.9 percent for equity

(49.8 percént common equity + 0.1 percent preferred equity).
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Q.

In terms of risk, how does the Company-proposed capital structure
compare to the water utilities in your sample?

The water utilities in my sample, from which | derived an estimated cost of
common equity of 9.49 percent, would be considered as having a higher
level of financial risk (i.e. the risk associated with debt repayment)
because of their higher levels of debt. The additional financial risk due to
debt leverage is embedded in the cost of equities derived for those
companies through the DCF analysis. Thus, the 9.49 percent cost of
equity derived in my DCF analysis is applicable to companies that are
more leveraged and, theoretically speaking, riskier than a utility with no

debt in its capital structure.

How does your recommended cost of equity capital compare with the cost
of equity capital proposed by the Company?

The 11.00 percent cost of equity capital proposed by the Company’s cost
of capital witness is 151 basis points higher than the 9.49 percent cost of

equity capital that | am recommending.

How does the Company's proposed weighted cost of capital compare with
your recommendation?

As explained earlier, the Company has proposed a weighted cost of
capital of 11.00 percent. This composite figure is the result of the total

absence of debt. The Company-proposed 11.00 percent weighted cost of
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capital is 155 basis points higher than the 9.45 percent weighted cost that
| am recommending which was derived from water utilities in my sample
which are perceived as having financial risk as a result of their leveraged

capital structures.

COMMENTS ON BMSC'S COST OF EQUITY CAPITAL TESTIMONY

Q.
A

Who estimated the Company-proposed cost of equity capital?
Mr. Thomas M. Bourassa (who | noted earlier in my testimony) estimated

the Company-proposed cost of equity capital for BMSC.

Brieﬂy describe Mr. Bourassa'’s testimony.

As was discussed in the last section of my testimony, Mr. Bourassa is
proposing a final cost of common equity estimate of 11.00 percent for
BMSC based on the results of his cost of equity analysis, which ranged
from 9.10 percent to 12.70 percent. His weighted cost of capital of 11.00
percent is the result of his proposed capital structure, which excluded all of
BMSC'’s linter-company loans used to finance the purchased treatment
capacity from the City of Scottsdale. Mr. Bourassa believes that a higher
cost of equity is merited for a number of reasons including the financial
risk associated with the inter-company loans that he excluded from the

Company-proposed capital structure.
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Q.

Do you agree with Mr. Bourassa's rationale that even though the inter-
company loans are not included in the Company’s capital structure, the
Company still requires a higher cost of common equity that takes financial
risk, normally associated with long-term debt obligations to bondholders or

financial institutions, into consideration?

No | do not agree with Mr. Bourassa’'s rationale on this matter. Mr.
Bourassa takes the position that the Company’s inter-company loans still
have an impact on BMSC’s cost of common equity even though he has
excluded the loans from the Company's capital structure. If the
Commission were to treat the purchased treatment capacity as an
operating lease, as opposed to a plant-in-service asset as RUCO is
recommending, BMSC will recover the inter-company payable on a dollar-
for-dollar basis in rates as an operating expense. This would remove any
financial risk associated with the inter-company loans assuming there
were any financial risks to begin with on an inter-company payable as
opposed to a bond issuance or a third party loan. In short, the Company
wants th{e best of all worlds. The Company seeks to fully recover the
inter-company loan on a dollar-for-dollar basis as an operating expense,
and also seeks a higher return on common equity, attributable to financial
risk, when it is proposing a capital structure that has no debt and should

therefore have no financial risk whatsoever.
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Q.

What cost of common equity and capital structure would you recommend
if the Commission were to adopt the Company-proposed operating lease
treatment?

| would recommend a lower cost of common equity that reflects the
absence of financial risk. This could be achieved by either making a direct
reduction to the 9.49 percent cost of common equity derived from my DCF
analysis, as | did in a prior case involving Rio Rico Utilities, Inc, or by
applying a hypothetical capital structure, as | did in the recent Southwest
Gas Corporation Case. Another approach to achieve the appropriate
result would be to adopt the capital structure and cost of debt of BMSC’s
parent, the Algonquin fund. As can be seen on pages 1 and 2 of
Schedule WAR-1, this would result in a capital structure comprised of 57
percent equity and 43 percent debt, a weighted cost of debt of 8.16
percent and a weighted cost of capital of 8.92 percent (assuming the

Commission adopts my recommended 9.49 percent cost of common

equity).

How would you respond to the argument that the Algonquin Fund long-
term debt was not used to directly finance the assets of BMSC?

The same argument could be made for any hypothetical capital structure
that uses a cost of debt based on the going rate of interest for utility bond
issues. In this case, the weighted cost of the Algonquin Fund’s long-term

debt liabilities (i.e. the debt incurred by the companies that make up the
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1 Algonquin Fund) would be fairer, since it would include the actual costs of
2 debt obligations that were incurred by Arizona utilities (i.e. Litchfield Park
|
| . . .
| 3 Service Company and Bella Vista Water Company). While such an
|
| 4 argument could certainly be made against the capital structure approach
5 that | am suggesting here, it would neither address nor solve the need to
6 calculate a downward adjustment to the 9.49 percent cost of common
7 equity that | derived from my DCF analysis. This same capital structure
8 issue was addressed in the Rio Rico Utilities, Inc., rate case, in which the
9 Commission recognized the fact that a downward adjustment was
10 reasonable. This is evidenced in the Commission’s Decision on Rio Rico
11 Utilities, Inc., which states the following:
12 Based on the entirety of the record, we find that Rio Rico’s cost
13 of equity to be 8.7 percent which is approximately the midpoint
14 between Staff's updated estimate (8.6 percent) and RUCO’s
15 recommendation (8.83 percent). However, the Company’s capital
16 structure is comprised entirely of equity, at a time when the cost
17 of debt is low. As aresult, ratepayers are penalized by the
18 Company’s choice of a capital structure consisting of higher cost
19 equity. Although we are not using a hypothetical capital structure
20 in this case, we believe that recognition of this imbalance should
21 be reflected in the authorized rates of return for the wastewater
22 division which experienced an operating loss during the test year.
23
‘ 24 Using the Algonquin Fund’s capital structure, which is heavier in equity,
|
| 25 would be more favorable to the Company since it would produce a higher
26 weighted cost of capital than what a hypothetical capital structure using
27 the average capital structure of my sample water companies and recent
28 yields on utility bonds (ranging from 5.69 percent to 6.05 percent) would
provide.
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Q.

Is it common practice to use the capital structure of a utility’s parent
company in rate cases?

Yes. The best example is the Citizens Utilities case?', which | noted in the
DCF section of my testimony. In that case RUCO recommended that the
Commission adopt a hypothetical capital structure of 50 percent common
equity and 50 percent debt, however, the Commission adopted ACC Staff
and Citizens’ recommendation to use Citizens’ actual consolidated capital
structure of 62 percent common equity and 38 percent long-term debt. In
arriving at its decision to use the actual consolidated capital structure, the
Commission concluded that Citizens’ Arizona gas and electric divisions
had no stand alone capital structures of their own and that all of the capital
was provided from Citizens. That is just as true in this case since all of the
capital, including the capital associated with the inter-company loans, has

come from the Algonquin Fund.

Does the fact that BMSC is owned by a mutual fund merit any different
approach for establishing a capital structure than the manner in which a
capital structure would be established for a holding company-owned or
developer-owned utility?

No, | do not believe so. At the end of the day the approach taken by the
Algonquin Fund is simply one more form of investing in and owning an

economic entity or a financial instrument. In this case we're talking about

%! Decision No. 58664, dated June 16, 1994
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1 a collection of utilities or utility related businesses from which the
2 investors, or unit holders if you will, expect to realize a rate of return on.
3

4 | Q. Are there any other reasons why you believe that the Commission should

5 adopt your recommended capital structures and weighted costs of capital?
6 |A. Yes. As | explained in my direct testimony on required revenue, the
7 Company’s parent has a large measure of control over the amounts that
8 are charged for contractual service expenses. Given the fact that the
9 Company’s parent has direct control on any markup for performing these
10 services, the potential exists to manipulate B‘MSC’s bottom line operating
11 income. For this reason, | believe that the Commission should adopt a
12 conservative rate of return for the Company.
13

14 {1Q. What methods did Mr. Bourassa use to arrive at his cost of common
15 equity?

16 | A. Mr. Bourassa used the DCF method and the risk premium method. His

17 final estimate of 11.00 percent weighs the results obtained with these
18 methodologies with actual returns, authorized returns and analyst's
19 projections on returns on book equity over the 2005 — 2008 operating
20 periods.

21

22 Q. Did you conduct a risk premium study?

23 | A. No | did not.
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Q.

Do you agree with Mr. Bourassa’s assertions that BMSC is riskier because
it is smaller than the utilities included in his sample and operates in the
Arizona Jurisdiction?

No. Both of these arguments have been advanced by a number of utility
witnesses over the years and the Commission has soundly rejected both

arguments in every case that | have been involved in.

Please comment on Mr. Bourassa’s comments on the reliability of DCF
results because of rising utility stock prices.

A similar argument can be made for the CAPM methodology, which is
dependent on interest rates that have increased over the past year. Any
methodology for determining the cost of equity capital is subject to
fluctuating economic conditions, such as stock prices and interest rates, at
any given point in time. That is why more than one methodology is used
in making a final estimate on what the cost of common equity for a utility
is. | believe that varying economic conditions and their effects on the
estimation of a cost of capital are a fact of life for entities that chdose to
engage in the regulated utility business. At the end of the day, utilities
such as BMSC choose when to file for rates and if the possibility exists
that current economic conditions may have a negative impact on their

desired rate of return they can refrain from filing for rates.
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Q.

Were there any differences in the way that you conducted your DCF
analysis and the way that Mr. Bourassa conducted his?

Yes, as can be seen above, Mr. Bourassa conducted three separate DCF
analyses. Each of his DCF analyses uses a sample proxy of six water
providers. His first DCF analysis uses a one-step constant growth model
that uses analyst's estimates of long-term EPS growth for the growth (g)
component in the model. His second DCF analysis is also a one-step
constant growth model, similar to the one that | used, which includes Mr.
Bourassa’'s sustainable growth (br + sv) estimates for the growth
component in the model. Mr. Bourassa’s third DCF analysis is a variation

on the two-step or multi-stage growth DCF model.

Why didn’t you conduct a multi-stage DCF analysis like the one conducted
by Mr. Bourassa?

Primarily because the growth rate component that | estimated for my
single-stage model takes into consideration both the near-term and long-
term GDP growth rate projections that Mr. Bourassa used in his multi-
stage model. This being the case, | saw no need to conduct a separate
DCF analysis. During a recent rate case involving the Paradise Valley
Water District??, Dr. Michael J. Vilbert, the cost of capital consultant for
Arizona-American Water Company, took the position that the long-term

GDP projections used in the multi-stage DCF model mitigates the effect of

% Docket No. W-01303A-05-0405
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optimism bias, which is a tendency on the part of analysts to make overly
optimistic growth estimates. in support of his position, Dr. Vilbert cited of
a 2003 study®®, which concluded that there is little forecastability in
earnings estimates over long horizons and that analysts’ estimates tend to
be overly optimistic. This situation was illustrated earlier in my testimony
using Value Line estimates versus actual realized returns on book equity.
As | also pointed out earlier in my testimony, the approach that | use takes

optimism bias into consideration.

Q. What is the difference between your DCF results and Mr. Bourassa’s first

DCF result?

A. The 9.49 percent cost of common equity derived in my DCF analysis, that

uses an average of four sample water companies, is 111 basis points
lower than the 10.60 percent midpoint figure derived in Mr. Bourassa’s
one-step DCF analysis, which is an average of six sample water

companies (as exhibited in Schedule D-4.9 of the Company’s Application).

Q. Please explain why your 9.49 percent DCF result is 111 basis points lower
than the 10.60 percent result produced by Mr. Bourassa’s one-step DCF
model.

A. As | pointed out earlier in my testimony, Mr. Bourassa utilized three small

to mid cap water utilities that are not traded as frequently as the

2 L. K. C. Chan, J. Karceski, and J. Lakonishok, 2003, “The Level and Persistence of Growth
Rates, “ Journal of Finance 58(2): 643-684.




10

11

12

13

14

15

16

17

18

19

20

21

22

Direct Testimony of William A. Rigsby
Docket No. SW-02361A-05-0657

companies in my sample. Mr. Bourassa’s sample did not include results
for SWWC either. Because of this we do not have an apples to apples
comparison. When the three water companies that we do have in
common are compared against each other, Mr. Bourassa's model
produces a figure of 11.1 percent or 161 basis points higher than the 9.49
percent figure produced by mine. The comparison is still not an accurate
one because Mr. Bourassa relied entirely on analysts EPS growth
estimates at face value whereas my model relied on my estimates of
sustainable growth using analyst's projections as a guide. His average
stock prices, (Po) of the DCF formula (k = ( Dy + Pg ) + g), are spot prices
which were observed on July 29, 2005 versus the eight-week average that
| used. The difference between the closing stock prices used in my

analysis and Mr. Bourassa's analysis are as follows:

Rigsby Bourassa Difference
AWR $31.72 $31.07 $0.65
CWT $40.13 $40.00 $0.13
WTR $27.83 $30.78 $2.95

In the case of WTR, the lower 8-week price that | used reflects a 4 for 3

stock split which occurred in the last week of 2005.
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Q.

What is the difference between your DCF estimate and Mr. Bourassa’s
second DCF analysis using sustainable growth estimates?

Mr. Bourassa’s model produced a midpoint estimate of 11.20 percent,
which is 171 basis points higher than the result 9.49 percent figure
produced by my DCF model. In addition to the differences that | pointed
out previously regarding the utilities used in our samples and the
differences in the dividend yield portion of the model, Mr. Bourassa again
relies solely on the higher estimates of value line analysts for his
estimates of br and s. Unlike my estimate of the v component of the
model, Mr. Bourassa’s estimate of v fails to recognize that the market
price of a utility's common stock will tend to move toward book value, or a
market-to-book ratio of 1.0, if regulators allow a rate of return that is equal
to the cost of capital. This results in a higher figure for the v component of

the growth estimate.

Didn’t you state earlier in your testimony that you did not use utilities that
are followed in Value Line’s Small and Mid Cap Edition because Value
Line’s analysts do not provide forward-looking information on long-term
estimates of share growth?

Yes | did. These projections are used to develop an input for the sv

component in my DCF model.
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Docket No. SW-02361A-05-0657

Q

How did Mr. Bourassa deal with this situation in his sustainable growth
model?

Mr. Bourassa was unable to calculate an actual sv estimate for
Connecticut Water Service, Inc., Middlesex Water Company and SJW
Corp. Instead of eliminating these companies from the analysis, he
simply substitutes an average of his growth estimates (br + sv) for the

other three utilities that were included in both of our samples.

What is the difference between your DCF result and Mr. Bourassa’s two-
step or multi-stage growth model DCF resuit?

The 9.49 percent cost of common equity derived in my DCF analysis (that
uses four sample water companies) is 61 basis points lower than the
10.10 percent midpoint estimate derived in Mr. Bourassa’s two-step DCF
analysis. This version of the DCF produced the lowest midrange result of
all the versions employed by the Company’s witness. Mr. Bourassa used
a long-term GDP growth estimate in the second stage component of the
model, which as | discussed eatrlier, is believed to help mitigate the effects
of optimism bias among securities analysts. Once again Mr. Bourassa

used his same of six water companies.




Direct Testimony of William A. Rigsby
Docket No. SW-02361A-05-0657

Q. Does your silence on any of the issues, matters or findings addressed in
the testimony of Mr. Bourassa or any other witness for BMSC constitute
your acceptance of their positions on such issues, matters or findings?

A. No, it does not.

A. Yes, it does.

Does this conclude your testimony on BMSC?
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Appendix 1

Qualifications of William A. Rigsby

\ EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

; Arizona State University
| College of Business
‘ Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University
Center for Professional Development & Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 — Present

Senior Rate Analyst

Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona

July 1999 — April 2001

Senior Rate Analyst

Residential Utility Consumer Office
Phoenix, Arizona

December 1997 — July 1999

Utilities Auditor Il and |li

Accounting & Rates — Revenue Requirements Analysis Unit
Arizona Corporation Commission, Ultilities Division

Phoenix, Arizona

October 1994 — November 1997

Revenue Auditor I}

Arizona Department of Revenue

Corporate Income Tax Audit Unit
Phoenix, Arizona

November 1993 — October 1994

Tax Examiner Technician |

Arizona Department of Revenue
Transaction Privilege Tax Audit Unit
Phoenix, Arizona

July 1991 — November 1993




Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company
ICR Water Users Association
Rincon Water Company

Ash Fork Development
Association, Inc.

Parker Lakeview Estates
Homeowners Association, Inc.

Mirabell Water Company, Inc.

Bonita Creek Land and
Homeowner’s Association

Pineview Land &
Water Company

Pineview Land &
Water Company

Montezuma Estates
Property Owners Association

Houghland Water Company

Sunrise Vistas Utilities
Company — Water Division

Sunrise Vistas Utilities
Company — Sewer Division

Holiday Enterprises, Inc.
dba Holiday Water Company

Gardener Water Company

Cienega Water Company

Docket No.
U-2824-94-389

U-1723-95-122

E-1004-95-124

U-1853-95-328

U-2368-95-449

U-2195-95-494

U-1676-96-161

U-1676-96-352

U-2064-96-465

U-2338-96-603 et al

U-2625-97-074

U-2625-97-075

U-1896-97-302

U-2373-97-499

W-2034-97-473

Type of Proceeding

Original CC&N

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Financing

Rate Increase

Rate Increase

Rate Increase

Rate Increase

Rate Increase
Rate Increase

Rate Increase

Financing/Auth.
Rincon Water Company W-1723-97-414 To Issue Stock
Vail Water Company W-01651A-97-0539 et al Rate Increase
Bermuda Water Company, Inc. W-01812A-98-0390 Rate Increase
Bella Vista Water Company W-02465A-98-0458 Rate Increase
Pima Utility Company SW-02199A-98-0578 Rate Increase




RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company

Pineview Water Company
I.M. Water Company, Inc.
Marana Water Service, Inc.
Tonto Hills Utility Company

New Life Trust, Inc.
dba Dateland Utilities

GTE California, Inc.

Citizens Utilities Rural Company, Inc.
MCO Properties, Inc.

American States Water Company
Arizona-American Water Company
Arizona Electric Power Cooperative
360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company

Rio Verde Utilities, Inc.

Arizona Water Company

Loma Linda Estates, Inc.
Arizona Water Company
Mountain Pass Utility Company
Picacho Sewer Company
Picacho Water Company
Ridgeview Utility Company
Green Valley Water Company
Bella Vista Water Company

Arizona Water Company

Docket No.

W-01676A-99-0261
W-02191A-99-0415
W-01493A-99-0398

W-02483A-99-0558

W-03537A-99-0530
T-01954B-99-0511
T-01846B-99-0511
W-02113A-00-0233
W-02113A-00-0233
W-01303A-00-0327
E-01773A-00-0227
T-03777A-00-0575
W-02074A-00-0482

W-02368A-00-0461

WS-02156A-00-0321 et al
W-01445A-00-0749
W-02211A-00-0975
W-01445A-00-0962
SW-03841A-01-0166
SW-03709A-01-0165
W-03528A-01-0169
W-03861A-01-0167
W-02025A-01-0559
W-02465A-01-0776

W-01445A-02-0619

Type of Proceedin
WIFA Financing

Financing
WIFA Financing

WIFA Financing

Financing

Sale of Assets
Sale of Assets
Reorganization
Reorganization
Financing
Financing
Financing
WIFA Financing
WIFA Financing

Rate Increase/
Financing

Financing
Rate Increase
Rate Increase
Financing
Financing
Financing
Financing
Rate Increase
Rate Increase

Rate Increase

Appendix 1




Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company

Arizona-American Water Company
Arizona Public Service Company
Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company
Arizona Water Company
Southwest Gas Corporation

Arizona-American Water Company

Docket No.

W-01303A-02-0867 et al.

E-01345A-03-0437
WS-02676A-03-0434
T-01051B-03-0454
W-02113A-04-0616
W-01445A-04-0650
G-01551A-04-0876

W-01303A-05-0405

Type of Proceeding

Rate increase
Rate Increase
Rate Increase
Renewed Price Cap
Rate Increase
Rate Increase
Rate Increase

Rate Increase
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BLACK MOUNTAIN SEWER CORPORATION DOCKET NO. SW-02361A-05-0657
TEST YEAR ENDED DECEMBER 31, 2004 SCHEDULE WAR -7

CAPM COST OF EQUITY CAPITAL PAGE 1 OF 2

BASED ON A GEOMETRIC MEAN:

A) (B)

LINE STOCK EXPECTED
NO. SYMBOL kK = + [ B x ( Tm - o)1 = RETURN
1 AWR kK = 437% + [ 075 x ( 1040% - 437% )] = 8.89%

2 CWT k = 437% + [ 075 x ( 1040% - 437% )] = 8.89%

3 SWWC k = 437% + [ 070 x ( 1040% - 437% )] = 8.59%

4 WTR k = 437% + [ 080 x ( 1040% - 437% )] = 9.19%

5 WATER COMPANY AVERAGE 0.75
6 CGC k = 437% + [ 080 x ( 1040% - 437% )] = 9.19%

7 KSE k = 437% + [ 085 x ( 1040% - 437% )1 = 9.50%

8 LG k = 437% + [ 080 x ( 1040% - 437% )] = 9.19%

9 NWN k = 437% + [ 070 x ( 1040% - 437% )] = 8.59%

10 PGL k = 437% + [ 085 x ( 1040% - 437% )] = 9.50%

1 SJi k = 437% + [ 0656 x ( 1040% - 437% )] = 8.29%

12 SWX k = 437% + [ 080 x ( 1040% - 437% )] = 9.19%

13 WGL k = 437% + [ 080 x ( 1040% - 437% )] = 9.19%

14 NATURAL GAS LDC AVERAGE 0.78

REFERENCES:

COLUMN (A): SHARPE LITNER CAPITAL ASSET PRICING MODEL ("CAPM") FORMULA
k=ri+[B(tm-17)]
WHERE: k= THE EXPECTED RETURN ON A GIVEN SECURITY

r; = RATE OF RETURN ON A RISK FREE ASSET PROXY (a)

3 = THE BETA COEFFICIENT OF A GIVEN SECURITY
rm = PROXY FOR THE MARKET RATE OF RETURN (b)

COLUMN (B): EXPECTED RATE OF RETURN USING THE CAPM FORMULA

NOTES

(@) A 6-WEEK AVERAGE OF THE 91-DAY T-BILL RATES THAT APPEARED IN VALUE LINE INVESTMENT SURVEY'S
"SELECTION & OPINIONS" PUBLICATION FROM 01/13/2006 THROUGH 02/17/2006 WAS USED AS A RISK FREE RATI
OF RETURN.

(b) THE MARKET RATE PROXY USED WAS THE ARITHMETIC MEAN FOR S&P 500 RETURNS
OVER THE 1926 - 2004 PERIOD. THE DATA WAS OBTAINED FROM IBBOTSON ASSOCIATES'
STOCKS, BONDS, BILLS AND INFLATION: 2004 YEARBOOK.




BLACK MOUNTAIN SEWER CORPORATION
TEST YEAR ENDED DECEMBER 31, 2004

DOCKET NO. SW-02361A-05-0657
SCHEDULE WAR -7

CAPM COST OF EQUITY CAPITAL PAGE 2 OF 2
BASED ON AN ARITHMETIC MEAN:
(A) (B)

LINE STOCK EXPECTED
NO. SYMBOL k = &  +[ B x ( I - % )] = RETURN

1 AWR k = 437% + [ 075 x ( 1240% - 437% )1 = 10.39%

2 cwT k = 437% + [ 075 x ( 1240% - 437% )] = 10.39%

3 SWWC k = 437% + [ 070 x ( 1240% - 437% )] = 9.99%

4 WTR k = 437% + [ 080 x ( 1240% - 437% )] = 10.79%

5 WATER COMPANY AVERAGE 0.75

6 cGC k = 437% + [ 080 x ( 1240% - 437% )] = 10.79%

7 KSE k = 437% + [ 085 x ( 1240% - 437% )] = 11.20%

8 LG k = 437% + [ 080 x ( 1240% - 437% )] = 10.79%

9 NWN Kk = 437% + [ 070 x ( 1240% - 437% )] = 9.99%

10 PGL k = 437% + [ 085 x ( 1240% - 437% )] = 11.20%
11 sJi k = 437% + [ 065 x ( 1240% - 437% )] = 9.59%

12 SWX k = 437% + [ 080 x ( 1240% - 437% )] = 10.79%
13 WGL K = 437% + [ 080 x ( 1240% - 437% )] = 10.79%

14 NATURAL GAS LDC AVERAGE

REFERENCES:

COLUMN (A): SHARPE LITNER CAPITAL ASSET PRICING MODEL ("CAPM") FORMULA

k=r+[B(ry-1)]

WHERE: k=THE EXPECTED RETURN ON A GIVEN SECURITY
ri = RATE OF RETURN ON A RISK FREE ASSET PROXY (a)

R = THE BETA COEFFICIENT OF A GIVEN SECURITY
rm = PROXY FOR THE MARKET RATE OF RETURN (b)

COLUMN (B): EXPECTED RATE OF RETURN USING THE CAPM FORMULA

NOTES

(@) A 6-WEEK AVERAGE OF THE 91-DAY T-BILL RATES THAT APPEARED INALUE LINE INVESTMENT SURVEY'S
"SELECTION & OPINIONS" PUBLICATION FROM 01/13/2006 THROUGH 02/17/2006 WAS USED AS A RISK FREE RATE

OF RETURN.

(b) THE MARKET RATE PROXY USED WAS THE ARITHMETIC MEAN FOR S&P 500 RETURNS
OVER THE 1926 - 2004 PERIOD. THE DATA WAS OBTAINED FROM IBBOTSON ASSOCIATES'
STOCKS, BONDS, BILLS AND INFLATION: 2004 YEARBOOK

0.78 10.64%
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FINANCIAL
HIGHLIGHTS

Thousands of Canadian

dollars except as noted

Years ended December 31 2004 2003 2002 2001 2000 1999
Energy Sales
Hydroelectric $ 43,268 $ 44413 $ 40,681 $ 36,270 $ 43,996 $ 13,709
Cogeneration 71,846 61,890 23,566 - - -
Alternative fuels 7,867 6,423 4,994 1,020 - -
Total energy sales $122,981 $ 112,726 % 69241 $ 37,290 $ 43,996 $ 13,709
Waste disposal 14,086 14,650 10,697 - - -
Water reclamation/distribution 23,456 20,237 7,974 2,522 - -
Interest, dividend and
other income 6,681 6,608 6,851 5,157 2,697 5,896
Total revenue $ 167,204 $ 154,221 $ 94,763 § 44,969 $§ 46,693 $ 19,605
Operating Profit {includes
interest, dividend and
other income)
Hydroelectric $ 26,383 $ 29,045 $ 26,985 $ 24,835 $ 33,351 $ 13,051
Cogeneration 25,273 23,773 15,069 1,166 — _
Alternative fuels 8,181 9,328 7,292 719 _ _
Infrastructure 12,616 11,117 4,678 1,199 _ _
Other 739 278 851 2,530 1,063 2,016
Total operating profit $ 73,192 § 73,541 $ 54,875 0§ 30,449 $§ 34,414 $ 15,067
Net earnings 22,802 44,507 16,150 6,864 13,364 7,209
Per trust unit 0.33 0.66 0.28 0.17 0.54 0.37
Distributions to unitholders 63,370 62,402 55,192 37,302 24,755 18,467
Per trust unit 0.92 0.92 0.92 0.92 0.97 0.90
Cash available for distribution 59,887 58,368 44,742 28,813 19,235 13,779
Per trust unit 0.87 0.86 0.77 0.73 0.78 0.70
Balance Sheet Data
Cash and cash equivalents 34,197 21,238 24,838 31,713 9,580 9,602
Working Capita| 17,242 9,337 15,376 19,011 2,024 (768)
Capital and intangible assets,
and |ong-term investments 742,994 751,904 674,495 467,312 310,056 305,084
Total assets 823,899 808,624 723,038 512,384 328,502 325,988
Long-term liabilities and
revolving credit facility
(includes current portion) 206,017 166,713 86,099 50,665 73,244 83,985
Unitholders’ equity 495,271 519,876 537,771 411,613 219,559 205,221
Number of units outstanding
as of December 31 69,691,592 67,887,612 67,887,612 50,875,772 27,020,472 24,020,472
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REPORT TO UNITHOLDERS

THE YEAR 2004 WAS ONE OF ACHIEVEMENT

AND MEASURABLE PROGRESS FOR THE FUTURE.

A solid diversification strategy and improvements in operational performance enabled the Fund to provide
predictable cash distributions to unitholders.

2004 ACHIEVEMENTS:

Algonquin Power Income Fund distributed $0.92 per trust unit during 2004, consistent with 2003

¢ Revenue increased to $160.5 million from $147.6 million

e Cash available for distribution increased to $59.9 million from $58.4 million
*  Cash available for distribution per trust unit increased to $0.87 from $0.86.

The Fund has laid the
groundwork for a
diversified portfolio of
power generation and
infrastructure assets
designed to contribute
stable and increasing
cash flows in this

decade and beyond.

From this strong foundation of
high quality assets distributed among
four operating divisions, management
anticipates that future growth- both
organic and acquisitive- will result in
further improved operating margins
and distributions to unitholders.

The Fund’s diversification strategy
- established in 2001, accelerated
in 2002, solidified in 2003 and
2004 - delivered strong overall
performance this year. The Fund has
generated continuously increasing
cash available for distribution.

During 2004, the Fund generated
$59.9 million in cash available for
distribution compared to $58.4
million in 2003. Cash available for
distribution per trust unit in 2004 was
$0.87 compared to $0.86 in 2003.

The continuing maturation of the
diversificationstrategy, management’s
focus on operational performance
improvement and relatively strong
hydrology underpinned resuits this
year.

The benefits of the maturation
process are evidenced in the overall
balance of the Fund’s portfolio.
The Fund’s assets are deployed in
hydroelectric  generation  (37%),
natural gas cogeneration (19%),
alternative  fuels or  biomass-
fired generating assets (18%) and
infrastructure  including  water
provision and recycling assets (21%)
with the balance as administrative
assets.

Operating profits (includes interest,
dividend and other income) are also
well-balanced among hydroelectric
(37%), natural gas cogeneration
(35%), alternative fuels or biomass-
fired generating assets (11%) and

infrastructure (17%).

Reduced benefits from the prior
year in unrealized foreign exchange
gains and a reversal in future income
tax from a future tax recovery to a
tax expense adversely impacted net
earnings which decreased from $44.5
million to $22.8 million. Net earnings
per trust unit also decreased to $0.33
from $0.66.

Your Fund continues
its policy to hedge

a significant portion
of its foreign
currency exposure.
The Algonquin
Power Income Fund
is positioned well

to provide stable
and predictable
cash distributions

fo unitholders.




PROGRESS FOR THE FUTURE
While improving overall

results during the year, the Fund
simultaneously completed strategic
initiatives aimed at providing stable
and predictable cash distributions to
unitholders for the future.

In june, the Fund completed
the take-over of certain of the
convertible debentures of KMS
Power Income Fund not previously
owned by Algonquin Power Trust.
The completion of this take-over bid
created the opportunity for the Fund
to streamline further its operations
with KMS and develop increased
efficiencies.

In July, the Fund completed
an offering of 85,000 convertible
unsecured subordinated debentures
for gross proceeds of $85 million.
Net proceeds from the offering were
used to re-pay debt and for general
corporate purposes.

In October, the Fund acquired an
interest in 12 landfill gas-powered
generating  stations capable of
producing 36 megawatts of installed
capacity for a consideration of $11.4
million. Also, the Fund provided
debt financing in the amount of
$8.0 million to Across America LFG
LLC, a majority-owned subsidiary
of a Fortune 50 company. Across
America owns and manages the
landfill  gas collection systems
that provide landfill gas to the 12
generating stations, The majority of
these acquired facilities are located
in the California basin. The increased

demand for electricity combined
with open growth landfill sites is
anticipated to generate growth in
cash generation for the Fund.

In November, the Fund committed
to lend $69 million as subordinated
debt to AirSource Power Fund | LP.
AirSource is utilizing the Fund's
monies along with equity raised
($65 million) and other senior and
subordinated debt to build a $210
million wind power project in
southern Manitoba. The project is the
Province’s first wind farm and will
feature 63 wind turbine generators
capable of generating 99 MW. The
wind farm is expected to be one of
the largest in North America.

OUTLOOK

The Fund continues to focus
on its commitment to improve the
performance of existing assets and
to identify and secure accretive
acquisitions to build the stability
of distributions to unitholders,
balance risk and enhance growth
opportunities.

Cash generated by the Fund’s four
divisions is expected to continue
growing, subject to continuation of
average hydrologic conditions and
the continuing benefits of portfolio
diversification.

As evidenced by the Fund’s
investment this year in landfill gas-
powered generation and the wind
farm in  Manitoba, management
continues to seek complementary,
accretive acquisitions that offer

highly predictable cash flows.

Your Fund continues to benefit
fromaccess to capital through markets
and from established banking credit
facilities. Your continuing support
has been fundamental to our ability
to maintain stable cash flows and to
grow the portfolio. We will continue
our progress in the coming year
by focusing on stable distributions
and operational performance and
by capitalizing on opportunities
and favourable market factors
within targeted segments of the
North American power generation
industry.

Ken Moore
Chairman

Trustees: (L to R) Christopher
Ball, George Steeves, and Ken
Moore.
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STABILITY

SUSTAINABLE CASH DISTRIBUTIONS
The Fund launched its

diversification strategy in

2001 to create a balanced
asset portfolio. The
objective was to diversify
across technologies,
geography and end-use
markets to minimize

risk and provide stable

distributions to unitholders.

ASSET DEPLOYMENT

Three years ago, the Fund’s assets
were  exclusively  ‘run-of-the-river’
hydroelectric generating stations in
selected geographic regions of Canada
and the United States. Today, the Fund's
assets are strategically deployed in
hydroelectric generation (37%), natural
gas cogeneration (19%), alternative fuels
or biomass-fired generation (18%), and
infrastructure, including potable water
distribution and water reclamation
services (21%). The balance is classified
as administrative assets (5%).

POWER PURCHASE AGREEMENTS
On a weighted average basis, power
purchase agreements in place have an
average lifespan of 15 years, contributing
to strong and stable cash flows in
hydroelectric generation, natural gas
cogeneration and in the production of
electricity from alternative fuels.

Annual distributions
$ millions
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Unitholders’ equity
$ millions
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REVENUES

Total revenue generated in 2004
is distributed among hydroelectric
(27%), cogeneration (45%), alternative
fuels (14%) and infrastructure (14%).
During 2004, revenues were 94%
of target across the Fund’s four
divisions.




Cash available for distribution
$ millions

1599 2000 200t 2002 2003 2004

OPERATING PROFIT

Operating profit (includes interest,
dividend and other income) before
depreciation is distributed among
hydroelectric  (37%), cogeneration
(35%), alternative fuels (11%), and
infrastructure (17%). Further, operating
profit is distributed across geographic
and regulatory markets in Canada
(Ontario 24%, Quebec and Atlantic
Canada 21%, Western Canada 6%) as
well as the United States (New England
20%, Arizona 17%, California 9%,
New York 2% and other regions 1%).
During 2004, operating profit was
94% of targeted performance across
the four divisions.

CASH AVAILABLE
FOR DISTRIBUTION

The Fund’s diversified asset
portfolio  has generated strong
cash available for . distribution.
During 2004, the Fund generated
$59.9 million of cash available for
distribution compared to $58.4
million in 2003. Cash available for
distribution per trust unit in 2004 was
$0.87 compared to $0.86 in 2003.

Distribution to unitholders
$ per trust unit
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STABLE RATINGS

Financial leverage continues to be
low with a debt to total capital ratio
of 29%. The Fund retained its Standard
& Poor's SR-2 (Very High) stability
rating for a fifth consecutive year and
an A- bank credit rating for the third
consecutive year.

The strategic diversification in asset
allocation has created greater balance
in the Fund, providing increased
stability in cash distributions. The
move toward a more stable structure is
evident through revenue and operating
profit distributions in the Fund, along
with a solid weighted average life-
span of power purchase agreements.
The Fund has improved overall
risk exposure inherent in natural
resource-based power generation,
providing unitholders with sustainable
cash distributions during 2004 and
projected to continue through 2005.
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PERFORMANCE

STRENGTHENING OPERATIONS BY INVESTING
IN EQUIPMENT AND PEOPLE

The Algonquin Power income
Fund was created in 1997 to provide
unitholders with stable, predictable
income by capitalizing on the inherent
advantages of independent
production. These advantages include
low operating costs, long-term asset life,
proven low-risk technology, reduced
regulatory burden compared with large

publicly-owned utilities and stipulated

power

rate revenues from long-term power
purchase agreements.

The Fund’s experienced team of
industry professionals is organized in
a divisional management structure to
focus on operational performance,
synergies and economies of scale in

each of the Fund's four divisions.
During 2004, the

Fund’s Manager
continued to invest
strategically to generate
operational performance

improvements.

Approximately  $16  million
was invested in the Infrastructure
Division, including expansions of
the Gold Canyon and Litchfield
Park Services Company water
treatment facilities in Arizona. The
first phase of the Gold Canyon
plant expansion is expected to
come on stream in the first quarter,
2005. The expansion of Litchfield
Park’s Palm Valley water treatment
plant will double the capacity of
this operation.
are scheduled for full completion
in 2005.

The Fund’s Manager
continues to invest in people.

Both expansions

also

Performance management training
for key managers was completed
during the year. A new health and
safety program, launched in 2003,
was continued and strengthened.

Our management team and
these strategic
equipment and people yielded
effective operational performances
in the Fund's four divisions during
the year.

investments  in

HYDROELECTRIC DIVISION
The Fund
owns or has
interests in 47
hydroelectric
generating
facilities in
Ontario  (5),
Newfoundland (1),

Quebec (12),
Alberta (1), New York State (12), New
Hampshire (13), New Jersey (1) and

Vermont (2) with total generating
capacity of approximately 140MW.
The Division’s gross revenue is derived
from the combination of energy

production and power purchase
rates.
Hydroelectric  assets generated

101% of targeted revenue during
2004 and the Division's operating
profit was 100% of forecast.

Hydrologic conditions approached
long-term averages throughout the
year in regions of North America
where the Fund operates hydroelectric
generating stations. Together, the Long
Sault Rapids, Cote Ste.-Catherine
and Dickson Dam facilities account
for more than 40% of the total gross
revenues for the Division. Long
Sault generated 104% of targeted
production during the year; Cote Ste-
Catherine and Dickson Dam each
generated 97% of target.




COGENERATION DIVISION
This
Division is
comprised of
three  natural
gas-fired
generating
stations
representing a total of approximately
110MW of installed capacity in
Connecticut, California, and New
jersey. In addition, The Fund has
investments in two natural gas-fired

generating facilities with installed
capacity of approximately 138MW
across Ontario. Revenue from these
operations is generated through
the sale of thermal energy and
electricity.

Cogeneration  assets  produced
100% of targeted revenue during the
year while the Division’s operating
profit was 99 % of forecast.

(L to R) The Management Group: Peter Kampian, Chief Financial
Officer, lan Robertson, Executive Director, Business Development,
Chris Jarratt, Executive Director, Operations and David Kerr,
Executive Director, Safety and Environmental Compliance. Not
shown: John Huxley, Executive Director, Administration.

ALTERNATIVE FUELS DIVISION
T h e
Alternative
Fuels Division
consists of a
500-tonne/day
energy-from-
waste facility in
Ontario and investment interests in
approximately 70MW of production
in Alberta, Quebec and Nova Scotia.
The Division acquired an interest in
12 landfill gas-powered generating
stations in the United States,
representing approximately 36MW of
installed capacity during 2004.

The Division also made a
commitment to invest approximately
$69 million in a wind energy project
in Southern Manitoba.

Revenue is generated primarily
from the sale of electricity, fees at
the energy-from-waste facility, and
interest and investment income from
the other assets.

Alternative Fuels Division assets
generated 90% of targeted revenue
and the Division’s operating profit
was 90% of forecast.

INFRASTRUCTURE DIVISION

This
Division
includes six

regulated water
reclamation
and distribution
utilities in
Arizona and Texas. Revenue is
generated from the sale of water and
the treatment of wastewater.

The Division’s assets generated
101% of targeted revenue and the
Division’s operating profit was 93%
of forecast.

The investment in equipment and
people in 2004 has contributed to
the overall performance of the four
divisions. Growth in the business
precipitated this requirement and has
contributed to the opportunities and
advantages inherent in today’s power
production market. The Fund will
continue to focus on performance
enhancing opportunities in the
future.
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"OPPORTUNITY

NORMAL HYDROLOGIC CONDITIONS,
CONTINUED GROWTH & EMERGING MARKETS

The Fund expects to enjoy the benefits
of the diversification strategy that was
initiated in 2001 and continued through
2004. The benefits of the diversification
strategy include minimizing risk and
enhancing stability of distributions

provided to unitholders.

In 2004, the Fund’s assets were

deployed in hydroelectricity (37%),
natural gas cogeneration (19%),

alternative fuels (18%j) and infrastructure
(21%) with the balance as administrative
assets (5%). The following chart shows
the progression of the diversification
strategy employed by the Fund since

2001.

2004 2003

Hydroelectric
Cogeneration

Alternative Fuels

Infrastructure

While management continues to seek
accretive acquisitions in each operating
division, the Fund expects the strongest

growth opportunities to be realized
within the Alternative Fuels and
Infrastructure Divisions. As a result,
management expects the Fund to
evolve into a balanced portfolio of
asset types that will further enhance
stability of distributable cash to
unitholders.

Management will continue to focus
on improving the performance of the
existing assets owned by the Fund.
The Production Recovery Action Plan
developed and completed for the Peel
Energy-from-Waste facility during
2004 will be continuously refined and
improved. Several of the initiatives
have been implemented including
technical improvements and key
personnel changes.  The positive
results of these initiatives are expected
1o be realized throughout the balance
of 2005.

HYDROLOGIC CONDITIONS

Widespread hydrologic conditions
are a potential risk that can adversely
affect the performance of the Fund’s
run-of-river hydroelectric assets. The
hydrologic conditions in areas in
which the Fund owns hydroelectric
facilities returned closer to normal
in 2003 and continued throughout
most of 2004. Management expects
these normal hydrologic conditions to
continue in 2005, with higher levels
of certainty associated with hydrologic
conditions in the first quarter of 2005.

In 2005, January and February
production-based revenue totalled
101% of target, demonstrating a
strong start to the first quarter for the
Hydroelectric Division. This indicates

that the smaller contributing assets are
performing well and compensating for
the lower-than-target production and
revenues at the larger Long Sault Rapids
and Cote Ste-Catherine facilities during
the firsttwo months of 2005. Favourable
power purchase rates at both the New
York and New England market sites
are also assisting in achieving target
revenue performance of the Division.
First quarter production in 2005 is
expected to be at target, depending on
freshet conditions in the various regions.
Projected continued favourable market
power purchase rates are expected to
result in revenue above targets. Snow
pack in many of the regions melted in
mid-February, resulting in a ‘spike’ in
production for the Division. However,
the snow pack appeared to have been
replenished by late February snowfalls
that should produce a normal freshet,
assuming average temperatures and
precipitation conditions. Any deviation
from target production levels in the
quarter will likely be a result of lower
than normal levels of precipitation
during the coming months or colder
than normal temperatures resulting
in snow accumulation rather than
increased river flows. However, no
such deviation is evident in the current
trend.




GROWTH OPPORTUNITY:
INFRASTRUCTURE DIVISION

The Fund currently enjoys the
benefit  of a significant investment in
infrastructure utility assets including
water systems and water treatment assets
located in the southern United States.
These infrastructure assets are ideal for
the Fund as they represent an asset class
which produces stable, predictable
and infinitely long-lived cash flows. In
addition, due to the high population
growth occurring within the regions
served by the Fund’s utilities, significant
“organic” growth in operating earnings
is expected by management. The Fund’s
infrastructure assets experienced organic
customer growth of 8.8% in 2004, and
management expects this growth rate to
continue in 2005.

While the Fund’s infrastructure
utilities are generally located in areas
experiencing high population growth,
new residential and commercial
development is also occurring in areas
contiguous to and near utilities currently
owned by the Fund. Management is
anticipating an opportunity to grow
the Infrastructure Division through
expansion of existing utility boundaries.

During the first quarter of 2005,
management completed the acquisition
of eight facilities serving approximately
7,000 customers located in lllinois,
Missouri and Texas.

Management will continue to seek
accretive acquisitions that will further
enlarge and enhance the Infrastructure
Division. Specifically, acquisitions will
be sought in areas that are experiencing
high population growth to support
stable and growing distributions to
unitholders.
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GROWTH OPPORTUNITY:
ALTERNATIVE FUELS DIVISION

The Fund made two significant
acquisitions in the Alternative Fuels
Division in 2004 which are expected
to make an accretive contribution
to distributable cash in the future.
Management expects to continue
pursuing accretive  acquisitions in
2005.

In 2004; the Fund committed to a
$69 million investment in-a 99 mega-
watt wind energy project located in
the town of St. Leon, 150 kilometers
south of Winnipeg, Manitoba. The
St. Leon project is being developed
by AirSource Power Fund I LP, and is
expected to be commissioned at the
end of 2005, or early in 2006. With
the deployment of the investment in
the St. Leon Wind Energy Project,
the Fund expects the Alternative
Fuels Division to grow significantly
in 2005. The St. Leon Wind Energy
Project investment was structured in
a manner which is expected to result
in extremely stable and sustainable
cash flows to the Fund. In addition,
management expects the Fund to
participate in a further opportunity
to increase the investment in the
St. Leon wind power facility upon
the successful completion and
commissioning of the project.

The Fund also made an investment
in 12 operatingenergy from landfill gas
projects located in the United States
in 2004. While these acquisitions
resulted in immediate contributions
to distributable cash to unitholders,
there exists significant opportunity to

realize additional revenues from these

enhancement opportunities:in 2005
and beyond.

EMERGING MARKET:
WIND POWER

Worldwide, wind energy is the
fastest growing source of electricity
and the high growth rate of this sector
is expected be prevalent in Canada
in the future. The current installed
capacity-of wind power in Canada is
444 megawatts and this is expected
to grow to 5,600 megawatts by the
end of 2012. The Fund’s investment
in the St. Leon Wind Energy Project
represents an: important entry into
this emerging energy sector.

Wind energy projects have no
fuel costs, low operating costs, are
characterized as renewable energy
and electricity produced is usually
sold pursuant to long-term power
purchase agreements. Accordingly,
that wind
energy projects are ideal acquisition

management believes
opportunities for the Fund as wind
projects typically produce long-term
and stable cash flows. Management
will be actively pursuing accretive
acquisition opportunities in  wind
energy projects that will further
expand the Alternative
Division.

Fuels

enhancements. Management expects
1o realize ‘several of these revenue

OTHER EMERGING

OPPORTUNITIES IN CANADA
Several Canadian .. provinces - are
taking initiatives to iricrease the level
of non-utility  energy - “generation,
Requests for Proposal have been
initiated recently.in Ontario, Québec,
and-British Columbia. The Fund will
pursue some of ‘these opportunities
to continue  strengthening “  its
portfolio and enhance unitholder
value. It is expected that the
majority of opportunities will exist
in cogeneration, wind power and
alternative fuels.




MANAGEMENT’S
DISCUSSION
AND ANALYSIS

March 8, 2005.
All figures in thousands of Canadian dollars, except per unit values.

For the fourth quarter ended to $0.26 for the same period in 2003.

December 31, 2004, Algonquin Power
Income Fund (the “Fund”) reported
revenue (excluding interest income)
of $40.7 million compared to $39.7
million for the same period of 2003.
During the fourth quarter of 2004, the
Fund posted a net loss of $0.1 million
compared to net income in the fourth
quarter of 2003 of $6.4 million. On
a per trust unit basis, this equated to
break even results for the fourth quarter
of 2004 compared to net income per
trust unit of $0.10 in the fourth quarter
of 2003.

For the fourth quarter of 2004, the
Fund generated $0.18 per trust unit of
cash available for distribution, compared

The Fund maintained distributions during
the quarter at $0.23 per trust unit.

For the year ended December 31,
2004, the Fund reported revenue of
$160.5 million compared to $147.6
million for 2003. Net earnings
decreased to $22.8 million compared
to $44.5 million for 2003. Net
earnings per trust unit decreased to
$0.33 from $0.66 in 2003.

The Fund generated $0.87 per trust
unit of cash available for distribution
during 2004, compared to $0.86 for
2003.

The Fund maintained year-to-date
distributions per trust unit at $0.92 for
both 2004 and 2003.

FINANCIAL AND OPERATIONAL HIGHLIGHTS

Three Months Ended Year Ended
December 31 December 31

2004 2603 2004 2003 2002

Revenue $ 40,726 $ 39,686 $160,523 $147,613 $ 87,912

Net earnings (loss) (86) 6,419 22,802 44,507 16,150

Distribution to Unitholders 16,015 15,600 63,370 62,402 55,192

Cash Available for Distribution 12,685 17,400 59,887 58,368 44,742
Per Unit

Net earnings 0.00 0.10 0.33 0.66 0.28

Distribution to Unitholders 0.23 0.23 0.92 0.92 0.92

Cash Available for Distribution 0.18 0.26 0.87 0.86 0.77

Total Assets 823,899 808,624 723,038

Total Long Term Liabilities 214,045 174,739 92,549
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For the fourth quarter of 2004, revenue
increased marginally over the same
period in 2003 due to the offsetting effects
of improved revenue from the Alternative
Fuels and Infrastructure Divisions,
compared to the expected revenue
decline in the Hydroelectric Division
resulting from lower re-negotiated
power rates in New Hampshire. The
infrastructure  Division demonstrated
solid performance with increasing
revenues from continuing customer
growth. Within the Alternative Fuels
Division, an additional $2.2 million in
revenue resulting from the acquisition
of the landfill gas (LFG) Facilities on
September 30, 2004 was partially offset
by lower waste disposal fees and energy
revenue from the Peel Energy-from-
Waste facility. The Cogeneration Division
was able to offset lower revenue from
the Sanger facility against increased
sales of electrical and thermal energy
at the Windsor Locks facility. In the
Hydroelectric Division, electrical energy
production was at 87% per cent of long-
term averages during the fourth quarter
of 2004, which was disappointing
particularly when compared to the
exceptional hydrology experienced in
the fourth quarter of 2003 during which
energy production exceeded 114% of
long-term averages.

Net income during the fourth quarter
of 2004 declined from that reported in
the same period in 2003 due primarily
to the decrease in earnings from
the Hydroelectric  Division
by significantly weaker hydrologic
conditions. The Alternative Fuels
generated
during the quarter than the same period
in the prior year due to higher repair and
maintenance costs at the Peel Energy-
from-Waste facility which were not

caused

Division lower earnings

totally offset by the addition of the LFG
Facilities. The Cogeneration Division
posted higher earnings during the
quarter as a result of higher revenue
generated.  Famings during the
quarter in the Infrastructure Division
strengthened significantly compared
with the same period in 2003 due to
continuing customer growth. During
the fourth quarter of 2004, the Fund
realized a non-cash expense from the
write-off of assets related to the Joliet
facility following determination by
the Fund that it was unlikely to realize
on the long-term value of this asset.
In addition, the Fund recognized an
unrealized foreign exchange loss
during the fourth quarter of 2004 as
compared to a foreign exchange gain
during the same period in 2003.

For the year ended December 31,
2004, the Fund posted increased
revenue compared to revenue in
2003. Increased electrical and thermal
energy revenue at the Cogeneration
Division’s Windsor Locks facility and
higher revenue from the Infrastructure
Division’s Litchfield Park facility, both
acquired during the first quarter of
2003, were the main contributors
to the higher revenue posted by the
Fund during 2004. The Alternative
Fuels Division posted higher revenue
as a result of the acquisition of the
LFG Facilities at the end of the third
quarter. These increases were offset
by the anticipated decline in revenue
in the Hydroelectric Division resulting
from lower power rates following
renegotiation of the power purchase
agreements in return for a lump sum
payment in mid-2003.

Net earnings for the year ended
December 31, 2004 declined
compared to net earnings reported in

2003 as a result of a reversal in future
income taxes from a recovery in 2003
to an expense in 2004, a reduction in
foreign exchange gains compared to

2003 and lower operating profit in the
Hydroelectric Division. This decline
was partially offset by note prepayment
fees and higher profits experienced in
the Cogeneration and Infrastructure
Divisions.

The information in this Management's
Discussion ~ and  Analysis s
supplemental to and should be read
in conjunction with the Fund’s audited
consolidated financial statements for
the year ended December 31, 2004.
The Fund’s financial statements are
preparedinaccordancewithaccounting
principles  generally accepted in
Canada. The Fund's reporting currency
is the Canadian dollar.

The term “cash available for
distribution” is used throughout this
Management's Discussion and Analysis
to provide an understanding of the cash
generated and available for distribution
to unitholders. Cash available for
distribution is not a recognized
measure under accounting principles
generally accepted in Canada. The
Fund’s method of calculating cash
available for distribution may differ from
methods used by other companies and
accordingly may not be comparable to
similar measures presented by other
companies. A calculation of cash

available for distribution can be found
in this Management’s Discussion and
Analyis.




SIGNIFICANT TRANSACTIONS
THE FUND COMPLETED FOUR SIGNIFICANT TRANSACTIONS DURING 2004:

1. INANCING FOR AIRSOURCE

POWER FUND I LP

During the fourth quarter, the Fund
provided a commitment for a total of
$69.2 million in subordinated debt to
AirSource Power Fund | LP (“AirSource”)
and subsidiary entities.  AirSource is
undertaking the completion of a 99 MW
wind-powered generating facility near
St. Leon, Manitoba (150 km southwest
of Winnipeg) which will sell its output to
Manitoba Hydro pursuant to a 25-year
power sale agreement. The transaction
represents the Funds entry into the
fast growing wind power generation
industry which, similar to hydroelectric
energy, generates electrical energy from
a renewable natural resource. The debt
investment by the Fund ranks in priority
to the $65 million equity flow-through tax
assisted financing completed by AirSource
in November 2004.

The subordinated debt commitment
to AirSource will earn interest at the
annual rate of 11.19% prior to project
completion. This yield will be reduced to
10.74% following project commissioning
which is planned to occur by the end
of 2005. At the end of 2004, the Fund
had advanced a total of $5.5 million to
AirSource and recognized a commitment
fee of $0.5 million as deferred revenue
with respect to the investment.

2. INTEREST IN LANDFILL

GAS (“LFG”) FACILITIES

At the end of the third quarter, the
Fund acquired interests in 12 landfill
gas-powered  generating  stations
representing approximately 36MW of
installed capacity. The purchase price
for the LFG Facilities was $11.7 million
(US $9.3 million). The majority of the
LFG Facilities were commissioned in the
late 1990s with the electricity produced
being sold to a number of large utilities
pursuant to long-term power purchase
agreements with an average termination
date of 2011. Over two thirds of the
installed capacity of the LFG Facilities is
located at large open landfills which are
continuing to accept waste including
three regional landfills in the southern
California basin which are permitted for
operation for atleast 25 years. Substantial
opportunity exists for expansion of the
generating capacity of these facilities as
gas production continues to increase.

in addition to the purchase of the LFG
Facilities, the Fund has provided debt
financing in the amount of $8.0 million
(US$6.7 million) to Across America LFG
LLC, a majority-owned subsidiary of a
Fortune 50 company. Across America
LFG LLC, through its subsidiaries, owns
and manages the landfill gas collection
systems which provide landfill gas to the
LFG Facilities.

3. CONVERTIBLE

DEBENTURE OFFERING

In the third quarter, the Fund
completed an offering of $85 million
of convertible unsecured debentures.
The debentures are due july 31, 2011
and bear interest at 6.65% per annum,
payable semi-annually in arrears. The
debentures are to be repaid, at the
option of the Fund, in cash or trust units
and are convertible at any time prior to
maturity at the option of the holder into
trust units of the Fund at a conversion
price of $10.65 per trust unit. The
debentures may not be redeemed by
the Fund prior to july 31, 2007. Net
proceeds from the debenture offering
were used to repay the acquisition line
of credit and to fund working capital.
Given the nominal equity portion, the
debentures are recorded as debt on
the Fund's financial statements.

4. ACQUISITION OF OUT-
STANDING DEBENTURES OF
KMS POWER INCOME FUND
In the second guarter, Algonquin

Power Trust (APT), a trust of which the

Fund is the sole beneficiary, acquired

all of the outstanding 10% convert-

ible debentures of KMS Power In-
come Fund (“KMS”), which were not
beneficially owned by the Fund, by
way of a take-over bid with payment
provided in the form of the Fund's
trust units.

These four transactions have
combined to strengthen the Fund’s
asset base, and diversify the Fund’s
portfolio of power generation assets
and investments.
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OPERATING RESULTS BY DIVISION

[YDROELECTRIC

All figures in thousands of Canadian dollars except as noted

Three Months Ended Year Ended Forecast
December 31 December 31 Production
2004 2003 2004 2003 2005
Performance (MW-hrs sold)
Quebec Region 64,039 79,789 288,161 265,452 289,018
Ontario Region 28,319 41,094 137,310 131,721 146,639
New England Region 16,991 26,805 72,862 84,400 72,519
New York Region 20,288 28,501 79,891 90,304 75,746
Western Region 12,506 10,805 63,931 59,947 67,248
Total 142,143 186,994 642,155 631,824 651,170
Revenues
Energy Sales $ 10282  $ 11,340 $ 43,268 $ 44,413
Expenses )
Operating Expenses $ 4,673) $ (3,613) $(17,422)  $(15,862)
interest and Other income % 166 $ 196 § 557 $ 494
Division Operating Profit $ 5,775 $ 7,923 $ 26,403 $ 29,045

(Includes Other Income)

During the fourth quarter of 2004,
the  Hydroelectric
Diviston was $10.3 million compared
to $11.3 million for the same period
in 2003. Electrical energy production
was 87% of long-term averages during
the fourth quarter of 2004. This is a
decreased performance when compared

revenue  from

to the exceptional hydrologic conditions
experienced in the fourth quarter of
2003 during which energy production
114% of
Although the quantity of electrical energy
produced quarter-over-quarter declined
24% to 142,143 MW-hrs, primarily due
to less favourable hydrology, revenue
declined only 8.8% to $10.3 million
due to escalations in the power purchase

was long-term  averages.

contracts and finalization of negotiations
with Electricity
Corporation regarding the revised power

Ontario Financial

rate escalation formula for the Long
Sault Rapids facility.

For the full year 2004, revenue from
the Hydroelectric Division was $43.3
million compared to $44.4 million in
2003. Revenue for the year decreased
despite improved energy production
due primarily to the reduction in
electricity rates paid in New Hampshire
following the contract re-negotiation
in May, 2003. Energy produced during
2004 represented 98.5% of long-term
averages compared to 97% of long-term
averages during the prior year.

Operating  expenses  for  the
Hydroelectric Division during the fourth
quarter of 2004 were $4.7 million, an
increase over the $3.6 million spent
in the fourth quarter of 2003 due
primarily to higher repair, maintenance
and operating costs at the Cote Ste.

Catherine, Great Falls and Long Sault
Rapids facilities. For 2004, Hydroelectric
Division operating expenses of $17.4
million were higher than the $15.9
million in 2003 mainly due to these
increased repair and maintenance costs.

The  Hydroelectric  Division’s
operating profit for the fourth quarter
of 2004 was $5.8 million versus $7.9
million during the fourth quarter of 2003.
For 2004, operating profit was $26.4
million compared to $29.0 million in
2003. Operating profit for 2004 was
below management's expectations
due to substantially weaker hydrologic
and  higher
operating expenses, both encounteredin
the fourth quarter of 2004. Hydrologic
conditions experienced during the first
quarter of 2005 have generally reflected
long-term average hydrology.

conditions divisional




OUTLOOK

For the majority of 2004, the regions
in which the Fund operates facilities
generally enjoyed improved hydrologic
conditions, providing generation levels
closer to long-term averages. Although this
trend reversed during the fourth quarter of
2004, average hydrologic conditions are
again being observed in the first quarter of
2005. Assuming continuation of average
hydrologic conditions, the Hydroelectric
Division is expected to perform in
accordance with management’s
expectations for the remainder of 2005.

In 2005, the Fund intends to continue
to enhance unitholder value by improving
efficiency of the hydroelectric operations,
continuing to seek opportunities to
structure  aftractive power purchase
contracts and pursuing hydroelectric
acquisitions which provide sustainable
accretion to unitholders.  Continued

o The Fund

intends to continue
to enhance
unitholder value

by improving
efficiency of
hydroelectric
operations and
pursuing acquisitions
which provide
sustainable accretion

to unitholders.

emphasis will be placed on acquisition
of larger facilities which provide
geographic diversification of regional
hydrologic and market concentrations.
In addition, the Fund will consider the
rationalization of smaller generating
facilittes that may no longer fit the
Fund’s risk-return profile.

Certain  hydroelectric  generating
facilities owned by the Fund qualify
for consideration as “green” energy
and the Fund plans to pursue revenue
opportunities presented by the emerging
markets for renewable energy credits
in the United States and the trading
of greenhouse gas credit emissions in
Canada. The Fund also plans to pursue
longer-term power purchase agreements
for the sale of green energy from those
facilities that are cumrently selling
electricity in the open market.
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COGENERATION

All figures in thousands of Canadian dollars except as noted

Three Months Ended Year Ended Forecast
December 31 December 31 Production
2004 2003 2004 2003 2005
Performance (MW-hrs sold) 133,356 136,888 521,149 443,419 544,657
Revenues
Energy Sales $ 17,556 $ 17,179 $ 71,846 $ 61,890
Expenses
Operating Expenses $(12,066)  $(12,162) $(50,597) $ (42,758)
Other Income $ 749 $ 827 $ 4,024 $ 4,641
Division Operating Profit $ 6,239 $ 5844 § 25273 $ 23,773

(Includes Interest
and Other Income)

The Cogeneration Division posted
revenue during the fourth quarter of
2004 of $17.6 million, compared to
$17.2 million during the same period in
2003. During 2004, the Cogeneration
Division produced revenue of $71.8
million, an increase over the $61.9
million recorded in 2003, with such
increase partially attributed to the
full-year inclusion of revenue from
the Windsor Locks facility purchased
in March, 2003. The Windsor Locks
facility had provided additional revenue
of approximately $8.9 million during
the first quarter of 2004 compared to
2003 which helped offset the cost of
two unplanned operational outages at
the Sanger facility during the first and
second quarters.

Fourth quarter operating expenses
in the Cogeneration Division were
$12.1 million compared to $12.2
million in the same period, 2003.
For the year ended December 31,
2004, operating expenses were $50.6
million compared to $42.8 million in
2003 due to the inclusion of a full-year
of expenses from the Windsor Locks
facility. This facility incurred operating
expenses of approximately $33.4
million in 2004, the first full year in
which this asset was owned by the
Fund. The Sanger facility experienced
two unplanned gas turbine outages
during the first and second quarters
caused by a component failure.
The cost of the required repairs was
covered by insurance after taking into

consideration an insurance deductible
of US $300,000 per occurrence.
Operating  profit the
Cogeneration Division in the fourth
quarter increased to $6.2 million
from $5.8 million in 2003. For the
year ended December 31, 2004,
operating profit increased to $25.3
million from $23.8 million in 2003.
Operating profit for the fourth quarter
met

for

management’s  expectations.
Operating profit for 2004 was below
management’s expectations primarily
due to the unplanned outages at the
Sanger facility incurred during the first

and second quarters of 2004.




e The Fund
anticipates
increased revenue
from electricity

at Windsor Locks
and increased sale
of thermal energy

at the Sanger Facility.
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ALTERNATIVE FUELS

All figures in thousands of Canadian dollars except as noted

Three Months Ended Year Ended Forecast
December 31 December 31 Production
2004 2003 2004 20063 2005
Performance (MW-hrs sold) 57,192 25,782 124,721 97,335 312,176
Performance
(tonnes waste processed) 37,471 41,354 157,491 155,250 178,490
Revenues
Energy Sales $ 3,646 $ 1,587 $ 7867 $ 6,423
Waste Disposal Sales 3,503 4,333 14,086 14,650
Total $ 7,149 $ 5,920 $ 21,953 $ 21,073
Expenses
Operating Expenses $ (5,262) $ (3,241)  $(15,124)  $(12,895)
Interest, Dividend
and Other Income $ 622 $ 95 $ 1352 $ 1,150
Division Operating Profit $ 2,509 $ 2,774 $ 8,181 $ 9,328

(Includes Interest, Dividend
and Other Income)

Revenue reported during the fourth
quarter of 2004 increased to $7.1 million
from $5.9 million in 2003, primarily
due to the addition of the LFG Facilities
at the end of the third quarter of 2004.
Energy sales increased to $3.6 million
in 2004 from $1.6 million in 2003. For
the year ended 2004, the Alternative
Fuels Division reported revenue of
$22.0 million, representing an increase
of approximately $0.9 million over the
$21.1 million realized during 2003,
attributed to electrical energy sales from
the LFG Facilities that contributed $2.2
million in revenue for the fourth quarter
of 2004.

Operating expenses incurred in the
Alternative Fuels Division were $5.3
million in the fourth quarter of 2004,
comparedto $3.2millionincurredduring
the fourth quarter, 2003. The primary

contributors to this increase were
higher repair and maintenance costs
at the Peel Energy-from-Waste facility
and inclusion of post-acquisition
operations, maintenance, repair and
fuel costs at the LFG Facilities. For
the year ended December 31, 2004,
operating  expenses $15.1
million compared to $12.9 million

during the prior year. The increase

were

was due to higher operating costs
for the Peel Energy-from-Waste and
the inclusion of the costs relating to
the newly acquired LFG Facilities.
At the end of December 2004, the
Fund recognized an expense of $1.9
million, representing the write-off of
the balance of the book value of the
Joliet facility as it was deemed that the
facility was no longer economically
viable.

Division
recorded an operating profit of $2.5
million during the fourth quarter
of 2004 compared to $2.8 miliion
reported in the same period in 2003.
For the fourth quarter, the Alternative
Fuels

The Alternative Fuels

Division performed below
management’s expectations due to
higher repair and maintenance costs
and lower than expected revenue.
For the year ended December 31,
2004, operating profit was $8.2
million compared to $9.3 million in
2003. The Alternative Fuels Division
performed management’s
expectations for the full year primarily
due to higher than anticipated repair
and maintenance costs incurred at the
Peel Energy-from-Waste facility and
legal costs incurred in respect of the
Joliet facility.

below




OUTLOOK

Management is pleased to report
that the Fund’s Production Recovery
Action Plan implemented in 2004 at
the Peel Energy-from-Waste facility
is beginning to produce favourable
results. This plan includes equipment
constraint identification, prioritization
of production improvement initiatives,
restructuring of plant management and
improved employee training.

The acquisition in September, 2004
of an interest in the LFG Facilities,
representing approximately 36MW of
installed capacity, increased the total
electrical generation capacity of the
Fund by 6%. Approximately 66% of the
installed capacity of the LFG Facilities is
located at large open landfills that are
continuing to accept waste including
three regional landfills permitted for
operation for at least 25 years located

e The Fund
has agreed

to sell thermal
energy to an
Industrial
customer
near the Peel
Energy-from-

Waste Facility.

in the southern California basin.
Substantial opportunity exists for
expansion of the generating capacity of
these facilities as waste accumulation
continues to grow. In addition to the
revenues from the sale of electricity,
the Fund is able to enhance returns
through the sale of certain renewable
energy credits produced by these
assets.

The Fund has entered into an
agreement to sell steam from the
Peel Energy-from-Waste facility to an
industrial customer located in close
proximity to the Peel Energy-from-
Waste facility. To effect such sales,
the Fund will be undertaking the
installation of certain additional steam
generation and transmission assets,
anticipated to cost approximately
$8.1 million. This project is expected

to produce an internal rate of return
in excess of 15% per annum over the
20-year term of the energy services
agreement.

Management at the Peel Energy-
from-Waste facility is in the process of
renegotiating its collective bargaining
agreement with its
employees.
bargaining agreement expires April, 2,
2005.

The facilities owned by the

production
The current collective

Alternative  Fuels  Division are
characterized as “green” energy.
The Fund plans to pursue revenue
opportunities  presented by the
emerging markets for renewable
energy credits in the US and the trading
of greenhouse gas credit emissions in

Canada.
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INFRASTRUCTURE

All figures in thousands of Canadian dollars except as noted

Water Reclamation

Customers
Water Distribution
Customers
Revenues
Water Reclamation
and Distribution $
Expenses
Operating Expenses $
Other Income $

Division Operating Profit
{Incudes Other Income) $

Revenue eamed by the Infrastructure
Division during the fourth quarter of
2004 increased to $5.7 million from
$5.2 million recorded during the same
period in 2003. Demand from water
distribution customers declined in the
fourth quarter of 2004 as a result of
higher than average precipitation in the
geographic areas in which the majority
of the Fund's water distribution assets
are located. Strong organic growth from
an expanding customer base continued
during the fourth quarter, 2004. The water
distribution customer count was 19,318,
a 1.4% increase for the quarter. Water
reclamation customer count was 20,703,
a 2.4% increase for the quarter. The strong
year-over-year growth was significant
with water distribution customer count
increasing 7.6% and water reclamation
customer count rising by 9.9%.

Three Months Ended

December 31

2004 2003 2004
20,703 18,831 20,703
19,318 17,948 19,318

Year Ended
December 31

Forecast Total

Connections
2603 2005
18,831 22,546

17,948 20,812

5,739 $ 5,247 $ 23,456 $ 20,237

(2,136) $ (2,465)  $(10,849) $ (9,165)
1 $ 13 $ 9 $

45

3,604 $ 2,795 $ 12616  $ 11,117

For the year ended December
31, 2004, revenue increased to
$23.5 million from $20.2 million in
2003 primarily as a result of organic
growth through additional customer
connections.

The Infrastructure Division
incurred operating expenses of $2.1
million in the fourth quarter of 2004,
from $2.5 million for the same period
in 2003 primarily due to a year-to-
date adjustment during the current
period to reclassify certain expenses
as administrative costs. For the year
ended December 31, 2004, operating
expenses increased to $10.8 million
from $9.2 million in 2003. The
increased costs for the full year resulted
from additional costs related to the
additional customer connections.

Operating profit for the fourth

quarter of 2004 increased to $3.6
million in comparison to $2.8 million
earned in the fourth quarter of 2003.
While operating profit increased,
it remained below management’s
expectations primarily due to higher
operating costs at the Litchfield Park,
Gold Canyon and Bella Vista facilities.
For the year ended December 31,
2004, operating profit increased to
$12.6 million from $11.1 million in
2003. Similarly, while 2004 operating
profits continued to rise over those
recorded for 2003, the results were
below management’s expectations
primarily due to slower-than-expected
growth and lower water sales due to
heavy rains in the Phoenix area where
the Fund’s Litchfield Park facility is
located.




OUTLOOK

The Fund expects organic growth
to continue within existing utilities
throughout 2005, providing continued
revenue and operating profit growth for
the Infrastructure Division. The Fund
also intends to pursue opportunities
for adding new customers through
providing water distribution and water
reclamation services in geographic areas
contiguous to existing Fund utilities.

The Fund is in the process of
expanding certain existing facilities
to meet increasing service demands
including the wastewater treatment
plant owned by the Gold Canyon Sewer
Company. Phase | of the expansion
was completed in 2004 and Phase |l
is expected to be completed during
2005. Upon completion of the planned
changes, the Gold Canyon treatment

e The Fund intends
to pursue accretive
acquisitions of
water distribution
and reclamation
opportunities
during 2005.

facility will be capable of handling
the high customer growth which is
expected to continue over the next
several years within the utility area.
Within the Litchfield Park service area,
several pipeline expansions were
completed in 2004 that will facilitate
continued land development and
increasing customer connections over
the next several years.

The Litchfield Park service area
in Arizona is located in one of the
fastest growing counties in the
United States and intense growth is
expected to have a positive impact on
divisional revenue. Moderate growth
also continues in the Infrastructure
Division’s service areas located in
the east valley of central Arizona,
southern Arizona and Texas resulting

in anticipated overall growth in the
Infrastructure Division comparable to
that achieved over the past 12 months.

The Fund has entered into a
purchase and sale agreement to
acquire eight water and wastewater
systems, which, in aggregate, serve
approximately 7,000  equivalent
residential connections located in
Texas, Missouri and Hlinois. Closing
of this transaction is anticipated to
occur in mid-March 2005.

During 2005, the Fund intends to
pursue accretive acquisitions of water
distribution and water reclamation
opportunities to enhance unitholder
value. The Fund will target utilities
located in high-growth regions in the
United States that provide predictable
and sustainable cash flows.
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ADMINISTRATIVE EXPENSES

Administrative Expenses

Business Development Costs
Management Costs

Withholding Taxes

(Gain) / Loss on Foreign Exchange
Interest Expense

Income Taxes Expense (Recovery)

For the fourth quarter and the full year
of 2004, administrative expenses remained
constant when compared to the corresponding
periods of 2003.

The weakening of the Canadian dollar
againstthe U.S. dollarresulted in an unrealized
foreign exchange loss of $0.9 million for the
fourth quarter of 2004 compared to a gain of
$2.8 million in the same period in 2003. For the
full year, the Fund posted a foreign exchange
gain of $2.6 million, of which $2.5 million is
unrealized, compared to a foreign exchange
gain of $17.4 million in 2003. The unrealized
foreign exchange gain is primarily the result
of fluctuations of the US dollar and its impact
on the Fund's US dollar denominated debt
obligations. At the end of the fourth quarter,
the Fund had approximately $42.2 million in

Three Months Ended
December 31

2004 2003
$1,615 $1,631
196 196
135 97
873 (2,810)
3,721 3,228
1,780 1,701

US dollar denominated debt.

Interest expense $3.7
million in the fourth quarter of 2004, from
$3.2 million in the fourth quarter, 2003.

The increase is due to the combined effects

increased to

of the issue of $85 million convertible
debentures in the third quarter of 2004 offset
by a decrease in interest expense due 1o
maturity of the KMS convertible debentures
in the second quarter of 2004 and the
indebtedness outstanding under the Fund's
line of credit being repaid from the proceeds
of the $85 million convertible debenture
offering. For the year ended December 31,
2004, interest expense increased to $12.4
million from $11.6 million in 2003.

During the fourth quarter of 2004, the
Fund recorded an income tax expense of

CASH AVAILABLE FOR DISTRIBUTION

Cash Flow from Operating Activities

Changes in Working Capital

Operating Cash Flow before

Working Capital Changes

Receipt of Principal on Notes Receivable
Decrease / (Increase) in Reserves
Repayment of Long-term Liabilities
Maintenance Capital Expenditures
(net of capital grants and asset disposal)
Other

Cash Available for Distribution

Cash Available for Distribution per trust unit
Distribution to Unitholders

Distribution to Unitholders per trust unit

Three Months Ended
December 31

Year Ended

December 31
2004 2003
$5,596 $5,577
- 572
777 710
483 525
(2,601) (17,364)
12,440 11,631
2,285 (4,408)

$71.8 million, including $1.4 million related
to future income tax expense. The difference
represents a current income tax expense.
In the fourth quarter of the prior year, the
Fund recorded an income tax expense of
$1.7 million, substantially all of which was
related to future income tax expense. For
the year ended December 31, 2004, the
Fund recorded an income tax expense of
$2.3 million, of which $1.2 million was
related to a future income tax expense with
the difference of $1.1 million representing a
current income tax expense. These results
compare to a $4.4 million income tax
recovery in the prior year, of which $5.6
million was a future income tax expense
and the balance was a current income tax
expense.

Year Ended
December 31

2004 2003 2004 2003
$12,090 $12,533 $66,434 $58,209
{1,255) 4,660 {7,553) 322
$10,835 $17,193 $58,881 $58,531
983 1,348 4,164 3,194

330 110 235 319
(340) (329) (863) (828)
217 (153) (1,804) (1,325)

660 (769) (726) (1,523)
$12,685 $17,400 $59,887 $58,368
0.18 0.26 0.87 0.86
$16,015 $15,600 $63,370 $62,402
0.23 023 0.92 0.92




During the fourth quarter of 2004, cash
available for distribution decreased to $12.7

million compared to $17.4 million in the
same period of 2003. On a per unit basis,
the Fund generated $0.18 of cash available
for distribution in the fourth quarter of 2004,
compared to $0.26 during the fourth quarter
of 2003. For the year ended December 31,
2004, the Fund generated $59.9 million of
cash available for distribution compared to

$58.4 million during the same period in
2003. These results represent $0.87 per
trust unit for the year ended December 31,
2004, comparing favourably to $0.86 per
trust unit generated during 2003.

The Fund distributed $16.0 million for
the fourth quarter of 2004 and $15.6 million
for the fourth quarter of 2003. On a per unit
basis, the Fund distributed $0.23 per trust
unit for the fourth quarter in both 2004 and

DISTRIBUTION OUTLOOK FOR 2005

Management  believes  that  with
continuing average hydrologic conditions,
the strong organic growth evident in water

distribution and reclamation services, the

additional generating capacity represented
by the LFG Facilities, interest earned on
advances under the subordinated debt
commitment made to AirSource Power

LIQUIDITY AND CAPITAL RESERVES

At the end of 2004, the Fund had $34.2
million of cash and cash equivalents and
positive net working capital of $17.2 million.

Long-term liabilities were $120.1 million at
the end of 2004, compared to $165.1 million
at the end of 2003.

In january 2005, the Fund re-negotiated
its combined lines of credit available totalling
$145 million in either Canadian or US
dollar currency for operating and acquisition
requirements with a syndicate of chartered
banks.  The renegotiated credit facility
provides for a general operating line of $20
million, provision of letters of guarantee of
approximately $32 million with the balance

on the credit facility in addition to $30.9
million represented by letters of guarantee
that have been posted on behalf of the Fund.
Under the terms of the renegotiated credit
agreement, the Fund is required to pay a
standby charge of 0.25% on the un-drawn
portion of the credit facility, a reduction of
0.175% from the terms of the credit facility
in force during 2004,

During 2005, the Fund anticipates to incur
higher capital expenditures than incurred
during 2004 due to continuing growth and
regulatory requirements in the Infrastructure
Division. Additional wastewater treatment

capacity is likely toberequired atthe Litchfield

2003. The number of units increased due
to units issued as the consideration to KMS
debenture holders tendering their securities
in 2004. For the year ended December 31,
2004, the Fund distributed $63.4 million
compared to $62.4 million during 2003.
Per unit distributions remained at $0.92
per trust unit for both 2004 and 2003. The
shortfall in cash available for distribution
was funded from working capital.

Fund | LP and the continued benefits of the
portfolio diversification, cash generated by
operations should be in line with or exceed
current distribution levels for 2005.

at the Cold Canyon facility. In addition,
the water distribution utilities owned by the
Fund will be required to comply with new
rules pertaining to arsenic levels coming into
effect in the United States at the beginning
of 2006. The Fund has also. committed to
invest approximately $8.1 million in steam
generation and distribution equipment at the
Peel Energy-from-Waste facility to enhance
returns. The Fund anticipates financing these
expenditures with cash flow generated from
operations, the credit facility and additional
trust unit offerings.

Atthe end of 2004, the Fund had a strong
balance sheet with a longterm debt-to-

for acquisition funding purposes. At the end  Park facility in addition to the completion of equity ratio of 43%.
of 2004, the Fund had $30.0 million drawn the capacity increase currently underway
At the end of 2004, the Fund had the following contractual obligations for the next five years:

2005 2006 2007 2008 2009
Long term debt obligations $§ 932 $ 1,017 $ 1,109 $ 1,216 $ 1,327
Other obligations 734 438 4,377 392 260
Total Obligations $ 1,666 $ 1,455 $ 5486 $ 1,608 $ 1,587

In addition to the above obligations, the
Fund has commitments to pay certain additional
amounts to the vendors of the Litchfield Park and
Woodmark facilities which are tied to customer
growth in these utilities. As the quantum of such

growth is not determinable, management is
unable to quantify these amounts. The Fund
has obligations with respect to lease and land
and/or water rights for certain hydroelectric
facilities. These obligations are based on

power production by these facilities and,
since power production is related to future
hydrologic conditions, such obligations are
not quantifiable.
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DEALING WITH ALGONQUIN POWER GROUP

During 2004, companies related to the
Manager provided operations and technical

RISK MANAGEMENT

The Fund continues to enjoy the benefits
of forward contracts to hedge its U.S. dollar
exchange rate relative to expected future
monthly cash flows. At the end of 2004, the
Fund had forward contracts for 2005 totalling
US $24.3 million at an average rate of $1.41
per US dollar.  The Fund has entered into
forward contracts that provide similar fixed
exchange rate protection for 2006 to the end
of 2009 totalling US$74.5 million carrying an
average rate of $1.38.

services on a cost recovery basis, details
of which are outlined in note 13 of the

The Fund has fixed the price of its natural
gas exposure until 2006 at the Sanger
facility and to 2007 at the Peel Energy-from-
Waste facility. The power sales and natural
gas supply agreements in place in respect of
the natural gas powered generating facilities
owned by the Fund have been structured
to insulate the Fund from the economic
impacts of the changing market price of
natural gas. Under the terms of the energy
services agreement relating to the sale of

CRITICAL ACCOUNTING ESTIMATES

The Fund recognizes revenue derived from
energy sales at the time energy is delivered.
Water reclamation and distribution revenue
is recognized when delivered to customers,
Revenue from waste disposal is recognized
on an actual tonnage of waste delivered 1o the
plant at prices specified in the contract. Certain
contracts include price reductions if specified
thresholds are exceeded. Revenue for these
contracts are recognized based on actual
tonnage at the expected price for the contract
year and any amount billed in excess of the
expected is deferred.

The Fund books deferred credits received
by the Infrastructure Division which relate to

OUTLOOK

The Fund will
opportunities to optimize the performance of

continue to identify
its portfolio. Management is focusing its efforts
on integrating recently acquired facilities and
identifying efficiency opportunities to enhance
unitholdervalue. Assuming continuingaverage
long-term hydrologic conditions, the strong
organic growth evident in water distribution
and reclamation services, the additional
generating capacity represented by the LFG
Facilities, interest earned on advances under
the subordinated debt commitment made to
AirSource Power Fund | LP and the continued
benefits of the portfolio diversification, cash

advances from developers for water and
sewage main extensions received. These
advances usually carry repayment terms
based on the revenue generated by the
development in question ranging for a term
of 10 years. At the end of the payment term,
the unpaid portion of the advance converts
to contribution in aid of construction and is
not required to be repaid to the developer.
The Fund records the deferred credits based
on its expected repayments as determined by
historical experience and industry practice.
The Fund records at cost capital assets
such as land, facilites and equipment.
improvements that increase or prolong the

generated by the operations should be in
line with or exceed current distribution
tevels for 2005.

The Fund will continue to look for
opportunities to expand and continue its
diversification strategy.

The Fund continues to be an industry
leader in the areas of the environment and
health and safety. The Fund maintains
continuous health and safety training for
all its operations and maintenance staff. All
of the Fund’s facilities are in compliance
in all material respects with local and
The

federal environmental regulations.

audited financial statements.

steam from the Peel Energy-from-Waste
facility to an industrial customer, the Fund
has been able to mitigate against natural
gas price exposure at the Peel Energy-from-
Waste facility for the 20-year term of this
agreement.

The Fund has adequate insurance on
all of its facilities. This coverage includes
property and casualty, boiler and machinery
and liability insurance.

service life or capacity of an asset are also
capitalized at cost. Intangible assets such
as power purchase contracts acquired,
licensing costs and customer relationship
costs are recorded at cost. The Fund reviews
capital and intangible assets for permanent
impairment whenever events or changes in
circumstances indicate the carrying amounts
may not be recoverable.

The Fund enters into forward contracts
to hedge against its exposure to the US
dollar. Gains and losses from these activities
are reported as adjustments to the related
revenue or expense account as they are
settled.

Fund continues to upgrade the facilities’

environmental controls  utilizing  best
available technology.

The Fund plans to invest in information
technology to reduce administrative costs
by continuing the implementation of supply
chain management systems and integrated
billing and customer protocols.

In keeping with the emerging Ontario
Securities Commission requirements, the
Fund is in the process of completing the
review and documentation of its controls
and procedures for annual certification of
the financial statements.




QUARTERLY FINANCIAL INFORMATION

The following is a summary of unaudited quarterly financial information for the two years ended December 31, 2004 and 2003.

$ millions except per trust unit amounts

2004 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Total
Revenues $ 372 § 419 $ 407 $ 407 $ 160.5
Net earnings (loss) 33 8.1 11.5 0.1 22.8
Net earnings per trust unit 0.05 0.12 0.16 0.00 0.33
Total assets 812.5 809.0 834.2 823.9 823.9
Long-term debt 186.4 189.7 214.6 226.2 226.2
Distribution per trust unit .23 0.23 0.23 0.23 0.92
2003 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Total
Revenues $ 276 $ 422 $ 381 $ 397 $ 1476
Net earnings 6.5 215 10.0 6.5 44.5
Net earnings per trust unit 0.10 0.32 0.15 0.09 0.66
Total assets 828.7 829.0 822.2 808.6 808.6
Long-term debt 185.7 178.6 177.8 185.4 185.4
Distribution per trust unit 0.23 0.23 0.23 0.23 0.92

RECENTLY ISSUED CANADIAN ACCOUNTING STANDARDS

Hedging Relationships

Accounting Guideline 13 (“AcG 13", issued by
the Canadian [nstitute of Chartered Accountants,
is effective for the Fund’s 2004 fiscal year.
AcG 13 specifies the circumstances in which
hedge accounting is appropriate, including the
identification, documentation, designation and
effectiveness of hedges, and the discontinuance
of hedge accounting. The Fund has entered into
a series of foreign exchange forward contracts,
which are classified as hedging relationships, in
order to mitigate its foreign exchange risk related
to the U.S./Canadian dollar exchange rate. The
Fund considers that these hedge instruments
are effective hedges. The Fund reviews the
effectiveness of hedge instruments on a quarterly
basis. If management concluded that these
hedge instruments were no longer effective,
they would be marked-to-market and the effect
would be recorded in income.

NOTE

Asset Retirement Obligations

Section 3110 of the CICA Handbook, Asset
Retirement Obligations, is applicable for the
Fund’s 2004 fiscal year. Under this standard,
theassetretirementcost, equaltotheestimated
fair value of the asset retirement obligation, is
capitalized as part of the cost of the related
long-lived asset. The asset retirement costs
are depreciated over the asset’s useful life and
included in depreciation and amortization
expense on the Consolidated Statement of
Earnings. Increases in the asset retirement
obligation resulting from the passage of time
are recorded as accretion of asset retirement
obligation in the Consolidated Statement
of Earnings. Actual expenditures incurred
are charged against the accumulated
obligation. During the first quarter of 2004,
the Fund completed an analysis of existing
properties. This analysis reviewed existing
contracts (leases, etc.) and current statutory
requirements, and management has
determined that a provision for retirement
obligations is not currently required.

Impairment of Long-lived Assets

Section 3063 of the CICA Handbook,
Impairment  of Long-Lived Assets, is
applicable for the Fund's 2004 fiscal year.
Under this standard, an impairment loss
should be recognized when the carrying
value of a long-lived asset is not recoverable
and exceeds its fair value. There was no
material impact on the Fund’s earnings per
unit in the 2004 fiscal year.

Certain statements contained in the information herein are forward-looking and reflect the Fund’s and its Manager’s views with
respect to future events. Since forward-looking statements address future events and conditions, by their very nature, they involve

inherent risks and uncertainties. Forward-looking statements are not guarantees of the Fund'’s future performance or results and are subject to various
factors, including, but not limited to, assumptions such as those relating to: the performance of the Fund’s assets, commodity market prices, interest
rates and environmental and other regulatory requirements. Although the Fund and its Manager believe that the assumptions inherent in these
forward-looking statements are reasonable, undue reliance should not be placed on these statements, which apply only as of the dates hereof. The
Fund and its Manager are not obligated nor do either of them intend to update or revise any forward-looking statements, whether as a result of new

information, future developments or otherwise.
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AUDITOR’S
REPORT

We have audited the consolidated
balance sheets of Algonquin Power
Income Fund as at December 31, 2004
and 2003 and the consolidated statements
of earnings and deficit and cash flows
for the years then ended. These financial

statements are the responsibility of the
Fund’s management. Our responsibility is
to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance
with  Canadian generally accepted
auditing standards. Those standards
require that we plan and perform an audit
to obtain reasonable assurance whether
the financial statements are free of
material misstatement. An audit includes
examining, on a test basis, evidence
supporting the amounts and disclosures
in the financial statements. An audit
also includes assessing the accounting
principles used and significant estimates
made by management, as well as
evaluating the overall financial statement
presentation.

In our opinion, these consolidated
financial statements present fairly, in all
material respects, the financial position of
the Fund as at December 31, 2004 and
2003 and the results of its operations and
its cash flows for the years then ended
in accordance with Canadian generally
accepted accounting principles.

Chartered Accountants
Toronto, Canada
March 8, 2005




CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2004 AND 2003
(in thousands of Canadian dollars)
2004 2003
(Restated Note 21)
Assets
Current Assets
Cash and cash equivalents $ 34,197 $ 21,238
Accounts receivable 25,343 20,297
Prepaid expenses 1,790 1,530
Current portion of notes receivable (note 4) 2,589 1,478
Future income tax asset (note 12) 18 105
$ 63,937 $ 44,648
Long-term investments (note 4) 48,561 59,190
Future non-current income tax asset (note 12) 6,425 6,809
Capital assets, net of accumulated amortization (note 5) 610,756 610,380
Intangible assets, net of accumulated amortization (note 6) 83,677 82,334
Funds held in reserve 3,728 3,963
Deferred costs (net of accumulated amortization of $1,383, 2003 - $657) 6,815 1,300
5 823,899 $ 808,624
Liabilities
Current Liabilities
Accounts payable and accrued liabilities 30,481 19,907
Due to Algonquin Power Group (note 13) 1,826 1,035 w
Cash distribution payable 10,677 10,400 5N
Current portion of long-term liabilities {notes 8 and 10) 1,666 1,961 o)
Current income tax liability 596 1,142 P
Future income tax liability (note 12) 1,449 866 -
$ 46,695 $ 35,311 <
Long-term liabilities (notes 7 and 8) 120,085 165,117 -
Convertible debentures (note 9) 85,000 - e
Other long-term liabilities (note 10) 8,960 9,622 7
Deferred credits 12,124 10,627 O
Future non-current income tax liability (note 12) 55,764 53,012 -~
Minority interest (note 8) - 15,059 <
>
Unitholders’ equity é
Trust units (note 11) 654,176 638,213 o
Deficit (158,905) (118,337)
$ 495,271 $ 519,876 o
Commitments and contingencies (notes 4 and 14) e
Guarantees (note 20) _‘5
$ 823,899 $ 808,624 O
)
See accompanying notes to the consolidated financial statements C’—E:
¥ pd
Approved by the Trustees .,; eae L e =
! -
29




CONSOLIDATED STATEMENTS OF EARNINGS & DEFICIT
DECEMBER 31, 2004 AND 2003

(in thousands of Canadian dollars except as noted and per trust unit)

2004 2003
Revenue
Energy sales $ 122,981 $ 112,726
Waste disposal fees 14,086 14,650
Water reclamation and distribution 23,456 20,237
160,523 147,613
Expenses

Operating (note 13) 94,012 80,680
Amortization of capital assets 27,762 25,424
Amortization of intangible assets 6,465 4,950
Management costs (note 13) 777 710
Administrative expenses 5,596 5,577
Business development - 572
Withholding taxes 483 525
{Gain) / loss on foreign exchange (2,601) (17,364)
132,494 101,074

Earnings before undernoted 28,029 46,539
Interest expense (12,440) (11,631)
Interest, dividend and other income 6,681 6,608
Income from note receivable prepayment 3,634 -
(2,125) (5,023)

Earnings before income taxes and minority interest 25,904 41,516
Current income taxes (note 12) 1,105 1,175
Future income taxes (note 12) 1,180 (5,583)
2,285 (4,408)

Minority interest 817 1,417
Net earnings 22,802 44,507
Deficit, beginning of year (118,337) (100,442)
Cash distributions (note 16) (63,370) (62,402)
Deficit, end of year $  (158,905) $  (118,337)
Basic and diluted net earnings per trust unit (note 17) $ 0.33 $ 0.66

See accompanying notes to the consolidated financial statements




CONSOLIDATED STATEMENTS OF CASH FLOWS
DECEMBER 31, 2004 AND 2003

(in thousands of Canadian dollars except as noted and per trust unit)

2004 2003
Operating Activities
Net earnings $ 22,802 $ 44,507
Items not affecting cash
Amortization of capital assets 27,762 25,424
Amortization of intangible assets 6,465 4,950
Other amortization 2,331 2,934
Minority interest 817 1,417
Distribution received in excess of equity income (16) 242
Future income taxes 1,180 (5,583)
{Gain) / loss on foreign exchange (2,460) (15,360)
58,881 58,531
Changes in non-cash operating working capital 7,553 (322)
66,434 58,209
Financing Activities
Cash distributions (63,370) (62,402)
Issue costs of trust units (700) -
Convertible debenture issue (note 9) 85,000 -
Expenses of convertible debenture issue (note 9) (4,100) -
Deferred costs (2,305) (641)
Increase in long-term liabilities 30,000 112,833
Decrease in long-term liabilities (71,969) (42,228)
Other 1,117) (358)
Deferred credits 426 411
{28,135) 7,615
Investing Activities
Decrease in reserve funds 235 319
Receipt of principal on notes receivable 21,988 3,194
Additions to capital assets {17,336) (12,071)
Additions to intangible assets - (289)
Power Purchase Contract Renegotiation (note 3) - 25,357
Acquisition of notes receivable (13,917) -
Acquisitions of operating entities net of cash acquired (note 2) (15,159) (84,895)
(24,189) (68,385)
Effect of exchange rate differences on cash and cash equivalents (1,151) (1,039)
Increase / (decrease) in cash and cash equivalents 12,959 (3,600)
Cash and cash equivalents, beginning of year 21,238 24,838
Cash and cash equivalents, end of year $ 34,197 $ 21,238
Supplemental disclosure of cash flow information
Cash paid during the year for interest expense $ 9,441 $ 9,551
Cash paid during the year for income taxes $ 1,624 $ 854
Non-cash issue of trust units to retire convertible debentures of KMS (note 8)  $ 16,663 $ -

See accompanying notes to the consolidated financial statements
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NOTES

DECEMBER 31, 2004 AND 2003

(in thousands of Canadian dollars)

Algonquin Power Income Fund (the “Fund”) is an open-ended, unincorporated trust established pursuant to the
Declaration of Trust dated September 8, 1997, as amended, under the laws of the Province of Ontario. The Fund’s
principal business activity is the ownership, directly or indirectly, of generating and infrastructure facilities.

The Fund is managed by Algonquin Power Management Inc. (“APMI”), a company wholly-owned by the sharehoiders of
Algonguin Power Corporation Inc. (“APC”). A subsidiary of APC, Algonquin Power Systems Inc. (“APS"), is responsible
for the operation of the Fund’s facilities.  Algonquin Water Services LLC (“AWS"), a partnership jointly owned by APC
and the Fund, manages and operates the water reclamation and distribution facilities in Arizona. Collectively, these
entities are referred to as the Algonquin Power Group.

1. Significant accounting policies
(a) New accounting policies

(i) Asset retirement obligations:

The fair value of estimated asset retirement abligations is recognized in the consolidated balance sheets when identified
and a reasonable estimate of fair value can be made. The asset retirement cost, equal to the estimated fair value of
the asset retirement obligation, is capitalized as part of the cost of the related long-lived asset. The asset retirement
costs are depreciated over the asset’s estimated useful life and included in amortization expense on the consolidated
statement of earnings and deficit. Increases in the asset retirement obligation resulting from the passage of time are
recorded as accretion of asset retirement abligation in the consolidated statement of earnings and deficit. Actual
expenditures incurred are charged against the accumulated obligation.

The Fund completed an analysis of existing properties. This analysis reviewed existing contracts and current statutory
requirements and management has determined that a provision for retirement obligations is not currently required.

i) Derivatives contracts

The Fund enters into forward contracts to hedge against possible fluctuations in its exposure to the U.S. dollar. Gains
and losses from these activities are reported as adjustments to the related revenue account as they are settled and no
balance is carried on the consolidated balance sheet.

The Fund’s policy is not to utilize derivative financial instruments for trading or speculative purposes.

The Fund formally documents all relationships between hedging instruments and hedged items as well as its risk
management objective and strategy for undertaking various hedge transactions. This process includes linking
all derivatives to specific assets and liabilities on the balance sheet or to specific firm commitments or forecasted
transactions. The Fund also formally assesses, both at the hedge’s inception and on an ongoing basis, whether the
derivatives that are used in hedging transactions are highly effective in offsetting changes in fair values or cash flows
of hedged items.




(iii)y  Impairment of long-lived assets

The Fund reviews capital assets and intangible assets for permanent impairment whenever events or changes in
| circumstances indicate the carrying amount may not be recoverable. Recoverability is measured by comparing the
carrying amount of an asset to expected future cash flows. If the carrying amount exceeds the expected future cash
flows, the asset is written down to its fair market value.

(b)Basis of consolidation

The consolidated financial statements of the Fund have been prepared in accordance with accounting principles generally
accepted in Canada and include the consolidated accounts of all of its subsidiaries. The Fund consolidates its proportionate
share in the Campbellford Limited Partnership (“Campbellford”) and the Valley Power Limited Partnership.

All significant intercompany transactions and balances have been eliminated.

(c)Cash and cash equivalents

Cash and cash equivalents include cash deposited at banks and highly liquid investments with original maturities of 90
days or less.

(d)Funds held in reserve

Cash reserves segregated from the Fund’s cash balances are maintained in accounts administered by a separate agent

and disclosed separately in these consolidated financial statements as the Fund cannot access this cash without the prior (£
authorization of parties not related to the Fund. 3
o}
(e)Capital assets ~
2
Capital assets such as land, facilities and equipment are recorded at cost. Development costs, including the cost of
acquiring or constructing facilities together with the related interest costs during the period of construction, are capitalized.
Improvements that increase or prolong the service life or capacity of an asset are capitalized. Maintenance and repair costs ;O-T
are expensed as incurred. ﬁ
-
S
~
The facilities, equipment and overhauls are amortized on a straight-line basis over their estimated useful lives. For facilities, Z
these periods range from 15 to 40 years. Facility equipment and overhauls are amortized over 3 to 6 years. 3Z>
O
(f) Intangible assets e
Power purchase contracts acquired are amortized on a straight-line basis over the remaining term of the contract. These @)
periods range from 6 to 15 years from date of acquisition. U
3
The costs attributable to establishing exemptions from Federal Energy Regulatory Commission licensing requirements in ==
the United States are being amortized on a straight-line basis over 5 years. :__"l
S
| Customer relationships are amortized on a straight-line basis over 40 years. %
e

w
S8




(g) Notes receivable

Notes receivable are carried at cost. A provision for credit losses on notes receivable is charged to the statement of
earnings and deficit to cover any losses of principal and accrued interest.

(h)Deferred costs

Deferred costs, which include the costs of arranging the credit facility, costs associated with periodic customer rate reviews
with the utility governing bodies for the water reclamation and distribution facilities and costs of various reorganizations
which provide benefits for a number of years, are amortized on a straight-line basis over the term of the expected benefit,
being 2 to 5 years.

(i) Long-term investments

Investments in which the Fund has significant influence, but not control or joint control, are accounted using the equity
method. The Fund records its share in the income or loss of its investees in interest, dividend and other income in the
consolidated statement of earnings and deficit. All other equity investments where the Fund does not have significant
influence or control are accounted for under the cost method. Under the cost method of accounting, investments are
carried at cost and are adjusted only for other-than-temporary declines in fair value, distributions of earnings and additional
mvestments.

(j) Deferred credits

Certain of the water companies receive advances from developers for water and sewage main extensions. The amounts
advanced are generally repaid over a period of 10 years based on 10% of the revenues generated by housing/development
in the area developed. Advances not refunded within ten years do not require repayment. The estimate of non-refundable
amounts is credited against capital assets. The Fund also receives contributions in aid of construction with no repayment
requirements in which the full amount is immediately treated as a capital grant and netted against capital assets.

Deferred water rights result from a hydroelectric generating facility that has a 50-year water lease with the first 10 years of
the water lease requiring no payment. An average rate was estimated over the life of the lease and a deferral was booked
based on this estimate which is being drawn down in the last 40 years.

(X Recognition of revenue

Revenue derived from energy sales, which are mostly under long-term power purchase contracts, is recorded at the time
electrical energy is delivered.

Water reclamation and distribution revenues are recorded when delivered to customers.

Revenue from waste disposal is recognized on actual tonnage of waste delivered to the plant at prices specified in the
contract. Certain contracts include price reductions if specified thresholds are exceeded. Revenue for these contracts is
recognized based on actual tonnage at the expected price for the contract year and any amount billed in excess of the
expected rate is deferred.

Interest and dividend income from long-term investments is recorded as earned.




() Foreign currency translation

The Fund’s United States subsidiaries and partnership interests are considered to be functionally integrated with the
Canadian operations. All monetary assets and liabilities denominated in United States dollars are translated into Canadian
dollars at year-end exchange rates, whereas non-monetary assets and liabilities are translated at the rate in effect at the
transaction date. The revenues and expenses of these integrated operations are translated at the average rate of exchange in
effect during the period. The foreign currency translation adjustment is reflected in the consolidated statement of earnings
and deficit. Amortization of assets translated at historical exchange rates are translated at the same exchange rate as the
assets to which they relate.

(m)Income taxes

As the Fund is an unincorporated trust, it is entitled to deduct distributions to unitholders to the extent of its taxable income
and consequently, it is expected that the Fund will not be liable for any material tax as this will be the responsibility of the
individual unitholder. Any provision for income taxes will relate solely to the income taxes of the Fund's wholly- owned
subsidiaries.

Income taxes are accounted for using the asset and liability method. Future tax assets and liabilities are recognized for
the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases. Future tax assets and liabilities are measured using enacted or substantively
enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to
be recovered or settled. The effect on future tax assets and liabilities of a change in tax rates is recognized in earnings in
the year that includes the date of enactment or substantive enactment.

A valuation allowance is recorded against future tax assets to the extent that it is more likely than not that the future tax
asset will not be realized.

(n)Use of estimates

The preparation of financial statements requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of these financial statements
and the reported amounts of revenue and expenses during the year. Actual results could differ from those estimates. During
the years presented, management has made a number of estimates and valuation assumptions, including the useful lives
and recoverability of capital assets and intangible assets, the recoverability of notes receivable and long-term investments,
the recoverability of future tax assets, the portion of aid-in construction payments that will not be repaid, and the fair value
of financial instruments and derivatives. These estimates and valuation assumptions are based on present conditions and
management’s planned course of action as well as assumptions about future business and economic conditions. Should
the underlying valuation assumptions and estimates change, the recorded amounts could change by a material amount.
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2. Acquisitions

On September 30, 2004, the Fund acquired an interest in 12 landfill gas-powered generating stations (“LFG Facilities”)
representing approximately 36MW of installed capacity for a total consideration of $11,374 (U.S. $9,000). The majority
of the LFG Facilities were commissioned in the late 1990s. The electricity produced is sold to a number of large utilities
pursuant to long-term power purchase agreements with an average termination date of 2011.

The acquisition has been accounted for using the purchase method, with earnings from operations included from the date
of acquisition.

The consideration paid by the Fund has been allocated to net assets acquired as follows:
Alternative Fuels

Working capital $ 1,350
Capital assets 8,621
Intangible assets 1,746
Total purchase price 11,717
Less: cash acquired (343)
Cash considerationpaid $ 11,374

Intangible assets represent the value of power purchase contracts acquired with the LFG Facilities and are amortized over
the remaining life of the contracts from date of acquisition ranging from 2 to 17 years.

On March 10, 2003 the Fund acquired a 56MW cogeneration generating facility in Windsor Locks, Connecticut and the
related power sales contracts for total consideration of $44,009 (U.S. $30,028). The Windsor Locks generating station sells
electricity to Connecticut Light and Power Company pursuant to a long-term power purchase agreement ending in 2010.
In addition, the facility delivers steam energy and a small portion of electricity to a speciality fiber composites mill located
adjacent to the facility pursuant to an energy services agreement ending in 2018.

On February 25, 2003 the Fund acquired the shares of Litchfield Park Services Company (“Litchfield Park”) located in
Phoenix, Arizona for $34,928 (U.S. $23,401) in the Infrastructure operating segment. At December 31, 2004 the company
services approximately 24,500 water and wastewater customers,

The acquisitions have been accounted for using the purchase method, with earnings from operations included since the
date of acquisition. The consideration paid by the Fund has been allocated to net assets acquired as follows:

Cogeneration Infrastructure Total
Working capital $ - $ (470) $ (470
Funds held in reserve - 1,786 1,786
Capital assets 31,614 67,858 99,472
Intangible assets 12,395 7,220 19,615
Long-term liabilities assumed - (20,981) (20,981)
Other long-term liabilities assumed - (2,445) (2,445)
Deferred credits - (2,128) (2,128)
Future non-current income tax liability - (15,912) (15,912)
Total purchase price 44,009 34,928 78,937
Less: cash acquired - (1,452) (1,452)

Cash consideration paid $ 44,009 $ 33,476 $ 77,485




Intangible assets in cogeneration include power purchase contracts that are amortized over the term of the contracts from
6 to 15 years. Intangible assets in infrastructure include customer relationships that are amortized over 40 years.

In accordance with the purchase and sale agreements of Litchfield Park, Woodmark Utility Company and Gold Canyon
Sewer Company, additional amounts are required to be paid to the vendors for additional customers connected with the
different facilities. For Litchfield Park, these payments continue until 2008 and for Woodmark until 2007. There are no
further payments required for Gold Canyon. The additional payments are capitalized as part of the customer relationship
intangible asset, gross of future income taxes of $2,279 (2003 -$ 4,658).

2004 2003

Litchfield Park $ 3,626 $ 7,039
Woodmark 159 -
Gold Canyon - 371
$ 3,785 $ 7,410

InUS$ $ 2,944 $ 5,635

3. Power purchase contract renegotiation

During 2003, the Fund completed the renegotiation of 13 power purchase agreements with rate orders with Public Service
Company of New Hampshire (“PSNH”). This represents the total New Hampshire hydroelectric portfolio of the Fund. The
total proceeds from this transaction were $28,295 (US$20,437). Of the total proceeds, $2,938 (US$2,122) has been placed
into escrow pending the resolution of payment of certain lease obligations with the State of New Hampshire. The financial
statements do not reflect any balance for the funds held in escrow as the certainty of the Fund receiving these proceeds is
not known at this time. The net proceeds of $25,357 were used to pay down debt and fund working capital. The respective
assets of the New Hampshire operations have been reduced by the amount of the net proceeds. Accordingly, no gain or
loss has been recognized. The Fund continues to own and operate the 13 hydroelectric generating facilities and sells all
the electrical output from the facilities to PSNH at current market rates.

4. Long-term investments

2004 2003
Debt and share interests in four (2003 - five) generating facilities,
ranging from 12.1% to 32.4% interest $ 30,556 $ 52,315
A 45% partnership interest in the Algonquin Power
(Rattle Brook) Partnership 3,787 3,860
34,343 56,175

Campbellford Note
Note bearing interest of 9.9415% repayable in monthly blended installments

(principal and interest) of $32, maturing February 28, 2015. 3,023 3,213
Across America Note
Note bearing interest of 12.00% repayable in quarterly installments,

(principal and interest) of US$ 635, maturing January 31, 2008 8,004 -
Airsource Note
Note bearing interest of 11.189% maturing September 30, 2014. Interest

decreases to 10.739% after conversion. No principal payments until

January 1, 2009. 5,512 -
Other 268 1,280
16,806 4,493

51,150 60,668

Less: current portion 2,589 1,478
$ 48,561 $ 59,190

The notes above are secured by the underlying assets of the respective facilities.
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On September 30, 2004, the Fund provided debt financing in the amount of $8,004 (U.S. $6,650) to Across America LFG
LLC (“Across America”) a majority owned subsidiary of a Fortune 50 company. Across America through its subsidiaries
owns and manages the landfill gas collection systems which provide landfill gas to the LFG Facilities. The balance due
within the year in the amount of $2,104 (US$ 1,748} is included as part of the current portion of notes receivable.

During the fourth quarter of 2004, the Fund agreed to provide between $69,200 and $90,800 in subordinated debt to
AirSource Power Fund | LP, a 99 MW wind energy facility to be constructed near St. Leon, Manitoba. As of December 31,
2004, the Fund has provided financing in the amounts of $5,512,

On April 30, 2004, the loan to Cardinal Power of Canada LLP, the owner of the Cardinal Power Cogeneration facility, was
repaid. The Fund received proceeds of $22,200, of which $18,600 represented the principal outstanding plus accrued

interest and the remaining $3,634 represented a prepayment fee.

5. Capital assets

2004
Cost Accumulated Net book value

amortization
Land $ 11,504 $ - $ 11,504
Facilities 676,120 85,228 590,892
Equipment 12,623 4,263 8,360
$ 700,247 $ 89,491 $ 610,756

Facilities include $89,889 (2003 - $90,693) of net assets under capital lease, $849 (2003 - $0) of construction in process.
In addition $18,557 (2003 - $1,234) of contributions received in aid of construction have been credited to facilities’ cost.

At the end of 2004, the Fund wrote off the cost and the accumulated amortization related to the joliet facility. Cost written
off amounted to $2,476 and the accumulated amortization totaled $1,444, for a net book value of $ 1,032 which has been
included in amortization expense. Management deemed that the facility was no longer economically viable.

The Fund has entered into an agreement to sell steam from the Peel Energy-from-Waste facility to an industrial customer
located in close proximity. To effect such sales, the Fund will incur the costs of certain additional steam generation and
transmission assets. The Fund has committed to contractual arrangements to complete the project totaling approximately
$8,100. The Fund has incurred amounts totaling $849 included in assets under construction. Cash flow generated from this
project in excess of 15% will be shared with APC.

2003
Cost Accumulated Net book value
amortization (Restated Note 21)

Land $ 11,444 $ - $ 11,444
Facilities 651,714 62,627 589,087
Equipment 12,616 2,767 9,849

$ 675,774 $ 65394 $ 610,380




6. Intangible assets

2004
Cost Accumulated Net book value

amortization
Power purchase contracts $ 73,966 $ 11,417 $ 62,549
Customer relationships 21,423 528 20,895
Licenses and agreements 696 463 233
$ 96,085 $ 12,408 $ 83,677

2003
Cost Accumulated Net book value

amortization
Power purchase contracts $ 74,044 $ 7,280 $ 66,764
Customer relationships 15,361 83 15,278
Licenses and agreements 1,044 752 292
$ 90,449 $ 8,115 $ 82,334

Included in amortization of intangible assets is the write off of the Joliet power and gas contract for an amount of $900
{note 5).

7. Revolving credit facility

In January 2005, the Fund renegotiated its revolving credit agreement increasing the availability from $115,000 to
$145,000 with a syndicate of Canadian banks, maturing August 31, 2006. The facility includes a $20,000 operating
line. At December 31, 2004, $30,000 (2003 - $70,910) has been drawn on the revolving credit facility and no amount
was outstanding on the operating line. In addition, the availability of the revolving credit facility has been reduced by
$30,878 (2003 $30,669) for certain outstanding letters of credit. The terms of the credit agreement require the Fund to pay
a standby charge of 0.25% on the unused portion of the revolving credit facility and 1.0%, plus the banker’s acceptance
or LIBOR interest rates on the drawn portion of the revolving credit facility. In addition the Fund has to maintain certain
financial covenants. The facility is secured by a fixed and floating charge over all Fund entities.

8. Long-term liabilities
2004 2003

Senior Debt Long Sault Rapids

Interest at rates varying from 10.16% to 10.21% repayable in

monthly blended instaliments of $402, maturing December, 2028. $ 43,310 $ 43,710
Senior Debt Chute Ford

Interest rate of 11.55% repayable in monthly blended

installments of $64, maturing April, 2020. 5,473 5,596
Sanger Bonds

California Pollution Control Finance Authority Variable

Rate Demand Resource Recovery Revenue Bonds Series

1990A, payable monthly, maturing September, 2020.

U.S. $19,200. The effective interest rate for 2004

is 1.29%. (2003 - 1.11%). 23,109 24,814

(Table continued on next page)
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(Table continued from previous page) 2004 2003

KMS Convertible Debentures

Interest rate of 10%: interest payable semi-annually

June and December, maturing June, 2004. - 751
Bella Vista Water Loans

Water Infrastructure Financing Authority of Arizona

interest rates of 6.10% and 6.26% repayable in monthly

and quarterly installments, maturing December, 2017

and March, 2020. The balance of these notes at December 31,

2004 was U.S. $141 and U.S. $1,872 respectively

(2003 — U.5.$147 and U.S. $1,937). 2,422 2,693
Litchfield Park Services Company Bonds

1999 and 2001 IDA Bonds. Interest rates of 5.87% and 6.71% repayable

in semi-annual installments, maturing October 2023 and October 2031.

The balance of these notes at December 31, 2004 was U.S. $5,254 and

U.S. $8,423, respectively, (2003 - U.S. $5,417 and U S $8,457). 16,462 17,931
Revolving credit facility (Note 7)

Revolving line of credit interest rate is equal to bankers’

acceptance or LIBOR plus 125 basis points. The effective

rate of interest for 2004 was 4.56% {2003 — 4.57%). 30,000 70,910
Other 241 308
$ 121,017 $ 166,713

Less: current portion (932) (1,596)
$ 120,085 $ 165,117

Each of the facility level debt is secured by the respective facility with no other recourse to the Fund. The loans have certain
financial covenants which must be maintained on a quarterly basis. Interest paid on the long-term liabilities was $12,000.
(2003 - $11,201)

Principal payments due in the next five years and thereafter are:

2005 $ 932
2006 31,017
2007 1,109
2008 1,216
2009 1,327
Thereafter

$ 121,017

During the second quarter 2004, the Fund completed the acquisition of the remaining 52.7% of the outstanding principal
amount of the convertible debentures of KMS Power Income Fund by issuing 1,803,980 trust units of the Fund for total
consideration of $16,663. This transaction brought the ownership to 100% and eliminated all minority interest.




9. Convertible debentures

On July 20, 2004, the Fund issued 85,000 convertible unsecured subordinated debentures at a price of $1 per debenture
for gross praceeds of $85,000 and net proceeds of $80,900. The debenture issue costs of $4,100 are deferred and
amortized over the term of the convertible debentures. The debentures are due July 31, 2011 and bear interest at 6.65% per
annum, payable semi-annually in arrears on January 31 and July 31 each year starting January 31, 2005. The convertible
debentures are convertible into trust units of the Fund at the option of the holder at a conversion price of $10.65 per trust
unit, being a ratio of approximately 93.8967 trust units per $1 principal amount of debentures in trust units or cash. The
debentures may not be redeemed by the Fund prior to July 31, 2007. The Fund performed an evaluation of the embedded
holder option and determined that its value was nominal and as a result the entire amount of the debenture is classified
as a liability.

Total interest on the convertible debentures in 2004 was $2,555.

10. Other long-term liabilities 2004 2003

Joliet Subsidy Loan

In accordance with illinois law, a significant portion of the

revenue received by KMS Joliet for the sale of electricity

to the utility represents a subsidy. Repayment arrangements

satisfactory to the State of lilinois must be

implemented by 2007. U.S. $3,277. $ 3,942 $ 3,915
Melo Roos

Obligation for real estate taxes for the Sanger plant due

October 1, 2011 at interest rates varying from 4.75% to

5.55%. U.S. $1,370 (2003 - UJ.5.$1,530) 1,649 1,977
Customer Deposits 2,850 3,212
Capital Leases 853 508
Other 400 375

$ 9,694 $ 9987
Less: current portion (734) (365)
‘ $ 8960 $ 9,622

Principal payments due in the next five years and thereafter are:

2005 $ 734
2006 438
2007 4,376
2008 392
2009 260
Thereafter 3,494

Interest paid on other long-term liabilities was $440. (2003 - $430).
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11. Trust units

Authorized trust units

The Declaration of Trust provides that an unlimited number of units may be issued. Each unit represents an undivided
beneficial interest in any distribution from the Fund and in the net assets in the event of termination or wind-up. All units

are the same class with equal rights and privileges.

Trust units are redeemable at the holder’s option at amounts related to market prices at the time subject to a maximum of

$250 in cash redemptions in any particular calendar month. Redemptions in excess of this amount shall be paid by way of

a distribution in kind of a pro rata amount of certain of the Fund’s assets, including the securities purchased by the Fund,

but not to include the generating facilities.

Issued trust units

Amount

$ 638,213

16,663
(700)

Number
of units
Balance as at December 31, 2003 and 2002 $ 67,887,612
Issued pursuant to acquisition of the remaining 52.7%
of the outstanding principal amount of convertible debentures
of KMS Power Income Fund. (Note 8) 1,803,980
Issue costs
Balance as at December 31, 2004 $ 69,691,592

$ 654,176

12. Income taxes

The provision for income taxes in the consolidated statements of earnings represents an effective tax rate different than the

Canadian enacted statutory rate of 33.66% (2003 — 35.6%). The differences are as follows:

2003

$ 41,516

(32,817)

2004
Earnings before income tax and minority interest $ 25,904
Less: income taxed directly in hands of unitholders,
not the Fund (36,090)
Earnings / (losses) of taxable entities (10,186)
Computed income tax expense (recovery) at Canadian statutory rate (3,429)
Increase (decrease) resulting from:
Change in substantively enacted tax rate -
Operating in countries with different income tax rates 996
Valuation allowances 6,090
Manufacturing and processing deduction 53
Large corporations tax, alternative minimum tax and state taxes 635
Unrealized foreign exchange rate difference 2,296
Unrealized foreign exchange rate differences on US entity debt (5,614)
Other 1,258

8,699

3,097

1,218
1,121
4,535

14

222
(2,302)
(12,663)
350

Income tax expense / (recovery) $ 2,285

$ (4,408)




| The tax effect of temporary differences at the Fund’s subsidiaries that give rise to significant portions of the future tax assets
and future tax liabilities at December 31, 2004 and 2003 are presented below:

2004 2003
(Restated
Note 21)
Future tax assets:
Non-capital loss, debt restructuring charges and currently
non-deductible interest carryforwards $ 14,626 $ 12,911
Unrealized foreign exchange differences on US entity debt 15,109 10,800
Customer advances in aid of construction —
difference between net book value and tax value 3,794 -
Total future tax assets 33,529 23,711
Less: Valuation allowance (24,002) (17,911)
9,527 5,800
Future tax liabilities:
Capital assets —differences between net book value
and undepreciated capital cost (43,495) (23,861)
Intangible assets — difference between net book value
and cumulative eligible capital (15,678) (23,427)
Customer advances in aid of construction — ﬁ
difference between net book value and tax value - (5,721) T
Other (1,124) (755) =
Total future tax liabilities (60,297) (53,764) ;—;
Net future tax liability $ (50,770) $ (47,964) e’
Classified in the financial statements as: -
Future current income tax asset $ 18 $ 105 %
Future non-current income tax asset 6,425 6,809 T
Future current income tax liability (1,449) (866) %
Future non-current income tax liability (55,764) (53,012) g
$ (50,770) $ (46,964) >
Z
2003 includes a reduction in future non-current income tax liability of $11,671 due to Litchfield Park future income tax Q

liability set up on acquisition in error.

At December 31, 2004, the Fund itself has financing expenses and underwriters’ fees of $9,148 (2003 - $9,266) which will
be deductible by the Fund and which will reduce the ultimate amount taxable to the unitholders over the next four years.
This will be offset by additions to the unitholders’ taxable income since the Fund’s capital assets have an accounting basis
that exceeds their tax basis by $6,643 (2003 - $5,095). In addition, two trusts wholly-owned by the Fund have capital
assets with an accounting basis which exceeds their tax basis by $3,850 (2003 - $5,852).
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13. Algonquin Power Group

{a) Management Agreement

APMI provides management services including advice and consultation concerning business planning, support, guidance
and policy making and general management services. In 2004 and 2003, APMI was paid on a cost recovery basis for all
costs incurred and charged $777 (2003-$710). APMI is also entitled to an incentive fee of 25% on all distributable cash
generated in excess of $0.92 per trust unit. During 2004 and 2003 no incentive fees were earned by APMI.

{b) Operations

The Fund’s power generating facilities have direct operations contracts with APS. The direct operations contracts provide for
the day-to-day services required to operate and maintain the facilities in addition to planning of capital repairs, compliance
monitoring for environmental permits and administration of power purchase agreements. In 2004 and 2003, APS was paid
$12,823 (2003 - $11,386) on a cost recovery basis for all costs incurred.

{c) Water reclamation and distribution

The water reclamation and distribution facilities have direct operations contracts with AWS. The direct operations contracts
provide for the day-to-day services required to operate and maintain the facilities. In 2004 and 2003, AWS was paid
$4,883 (2003 - $5,176) on a cost recovery basis for all costs incurred.

(d) Other
During 2004, the Fund reimbursed APC $nil (2003 - $250) for legal fees paid by APC on behalf of the Fund to outside
counsel.

14. Commitments and contingencies

(@) Land and Water Leases

Certain of the operating entities have entered into agreements to lease either the land and/or the water rights for the
hydroelectric generating facility or to pay in lieu of property tax an amount based on electricity production. The terms
of these leases continue up to 2048. These payments typically have a fixed and variable component. The variable fee is
generally linked to actual power production or gross revenue. The Fund incurred $2,919 during 2004 (2003 - $2,865) in
respect of these agreements for the consolidated facilities.

{b) Commitments and contingencies

The Fund has entered into a purchase and sale agreement to acquire eight water and wastewater systems from Silverleaf Resort,
Inc. The systems, which in aggregate serve approximately 7,000 equivalent residential connections, are located in Texas,
Missouri and illinois. Closing of this transaction is anticipated to be mid-March, 2005. The total purchase price is estimated to
be US $ 13,200, net of a refundable deposit of US $ 1,000, included in deferred charges at December 31, 2004.

The Fund and its subsidiaries are involved in various claims and litigation arising out of the ordinary course and conduct
of its business. Although such matters cannot be predicted with certainty, management does not consider the Fund'’s
exposure to such litigation to be material to these financial statements.

15. Fair value of financial instruments and derivatives

The carrying amount of the Fund’s cash and cash equivalents, accounts receivable, funds held in reserve, accounts payable
and accrued liabilities, due to Algonquin Power Group and cash distribution payable, approximate fair market value.

The carrying amount of the Fund’s long-term investments is dependent on the underlying operations and accordingly a fair




value is not readily available. The Fund has long-term liabilities at fixed interest rates. The fair value of these long-term
liabilities at current rates would be $121,931 (2003- $182,410). The fair value of other long-term liabilities approximates
their carrying value, with the exception of the Joliet subsidy which is not readily available.

Deferred credits include payments made by developers to the Infrastructure Division of which a portion based on revenue
for the development in question needs to be paid back over time. These amounts do not bear interest and the amount to
be repaid is uncertain and fair value not determinable.

The Fund’s cogeneration facility in Mahwah, New Jersey is currently paying market rates for its natural gas purchases since
its contract expired in April, 2004. The facility had entered into price swap contracts to fix the price paid for a portion of
the natural gas purchases for the facility. The contracts fixed the price of natural gas at U.5.$6.40 per mmbtu for 22,000
mmbtus per month from June, 2003 to April, 2004. Each month there was a settlement on the difference between the
fixed price and the spot price based on the Texas Eastern M-3 price. There is no fair value of the contract at December 31,
2004 (2003 U.S. $2).

The Fund has entered into foreign exchange contracts to manage its exposure to the U.S. dollar as significant cash flows
are generated in the U.S. The Fund sells specific amounts of currencies at predetermined dates and exchange rates that are
matched with the anticipated operational cash flows. Contracts in place at December 31, 2004 include forward contracts
of U.5.$98,812 until 2009 at a weighted average exchange rate of $1.4014. The fair value of the outstanding futures
contracts is $16,600 at December 31, 2004 (2003 — $10,782).

16. Cash distributions

Distributable income, as defined in the Declaration of Trust, is distributed monthly. Distributions are declared to unitholders-
of-record on the last day of the month and are distributed 45 days after declaration. The monthly distribution for 2004 was
$0.0766 per trust unit for each month for a total of $0.92 for 2004, the same as 2003.

17. Basic and diluted net earnings per trust unit

Net earnings per trust unit has been calculated using the weighted average number of units outstanding during the year.
The weighted average number of units outstanding for 2004 was 68,821,431 (2003 — 67,887,612). The net earnings per
trust unit for 2004 was $0.33 (2003 - $0.66). The effect of conversion of the convertible debentures into trust units was not
included in the computation of fully-diluted net earnings per trust unit as the effect of conversion would be anti-dilutive.

18. Segmented information

2004 2003
Revenue
Canada $ 51,725 $ 45,629
United States 108,798 101,891
$ 160,523 $ 147,520
Capital assets T
Canada $ 319,445 $ 328,283
United States 291,311 282,097
$ 610,756 $ 610,380
Intangible assets
Canada $ 27,262 $ 29,130
United States 56,415 53,204
$ 83,677 $ 82,334

Revenues are attributable to the two countries based on the location of the underlying generating and infrastructure facilities.
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Operational segments

The Fund identifies four business categories it operates in. The operations and assets for these segments are outlined below.
12 months ended December 31, 2004

Alternative

Hydro  Cogeneration Fuels  Infrastructure Admin Total
Revenue
Energy sales 43,268 71,846 7,867 - - 122,981
Waste disposal fees - - 14,086 - - 14,086
Water reclamation and distribution - - - 23,456 - 23,456
Total Revenue 43,268 71,846 21,953 23,456 - 160,523
Operating expenses 17,442 50,597 15,124 10,849 - 94,012
Operating profit 25,826 21,249 6,829 12,607 - 66,511
Other administration costs (137) - (152) (84) (3,882 (4,255)
Interest expense 5,177) (772) (355) (1,135) (5,001) (12,440}
Interest, dividend and other income 557 4,024 1,352 9 739 6,681
Income from note receivable prepayment 3,634 3,634
Amortization of capital assets (9,598) 6,741} (5,933) (5,490) - (27,762)
Amortization of intangible assets 1 (2,849) (3,112) (503) - (6,465)
Earnings before income taxes and minority interest 11,470 14,911 (1,371) 5,404 4,510) 25,904
Capital assets 285,860 90,868 94,562 139,466 - 610,756
Intangible assets 21 33,775 28,775 21,106 - 83,677
Capital expenditures (excl. acquisitions) - 1,514 476 14,833 513 17,336
Intangible expenditures - - - - - -
Total assets 307,105 158,023 150,234 175,437 33,100 823,899
12 months ended December 31, 2003

Alternative

Hydro  Cogeneration Fuels  Infrastructure Admin Total
Revenue
Energy sales 44,413 61,890 6,423 - - 112,726
Waste disposal fees - - 14,650 - - 14,650
Wiater reclamation and distribution - - - 20,237 - 20,237
Total Revenue 44,413 61,890 21,073 20,237 - 147,613
Operating expenses 15,862 42,758 12,895 9,165 - 80,680
Operating profit 28,551 19,132 8,178 11,072 - 66,933
Other administration costs 277) - (128) 81) 10,466 9,980
Interest expense (5,224) (666) (290) (2,283) (3,168) (11,631)
Interest, dividend and other income 494 4,641 1,150 45 278 6,608
Amortization of capital assets (9,889) (5,647} (4,398} (5,490) - (25,424)
Amortization of intangible assets (346) (2,489) - (2,024) 91} - (4,950)
Earnings before income taxes and minority interest 13,309 14,971 2,488 3,172 7,576 41,516
Capital assets 289,317 96,616 90,753 133,694 - 610,380
Intangible assets 23 36,623 30,141 15,547 - 82,334
Capital expenditures 8 37,762 295 85,149 - 123,214
Intangible expenditures - 12,395 - 14,919 - 27,314
Total assets 308,700 191,941 131,899 158,033 18,051 808,624

Alf energy sales are earned from contracts with large public utilities. The following utilities contributed more than 10% of these
total revenues in either 2004 or 2003: Ontario Electricity Financial Corporation 10% (2003 — 10%); Hydro Québec 15% (2003-
14%j; Pacific Gas and Electric 15% (2003-18%); and Connecticut Light and Power 24% (2003-31%). The Fund has mitigated its
credit risk to the extent possible by selling energy to these large utilities in various North American locations.




19. Joint venture investments
Fund’s Proportionate Share

Ownership Income Before Net Assets  Cash flow Generated
Interest Income Tax December 31 from Operations
Year ended - ended December 31

December 31

2004 2003 2004 2003 2004 2003
Valley Power
Limited Partnership 50% $ 281 $ 173 $ 9016 §$ 8912 $ 875 % 741
Campbeliford
Limited Partnership 50% 277 188 3,729 3,921 511 422
$ 558 $ 361 $12,745  $12,833 $1,386 $1,163

20. Guarantees

In the normal course of operations, the Fund executes agreements that provide letters of credit to third parties to secure
certain amounts of indebtedness or performance. At December 31, 2004, letters of credit outstanding amounted to
$26,705.

21. Restatement

Capital assets and the future income tax liability have been reduced $11,617 in 2003 to correct an error related to the
determination of the tax basis of aid-in-construction payments on acquisition of certain infrastructure facilities. This

restatement has no impact to net income or cash available for distribution to unitholders. ’ﬁ
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THE FUND OWNS AND OPERATES 300 MW GENERATING

CAPACITY. ITS WATER RECLAMATION AND DISTRIBUTION
ASSETS PROVIDE SERVICE TO 40,000 CONNECTIONS.

Year Asset Regions Facilities Capacity Connections Events
(MW)
1997 n Hydroelectric 4 14 19 Initial Public Offering, $80 Million
1998 n Hydroelectric 5 29 69 Secondary Offering, $65 Million
1999 Hydroelectric 5 38 101 Secondary Offerings, $100 Million
2000 ; Hydroelectric 5 41 171 Secondary Offering, $28 Million
Hydroelectric 6 47 141
. Cogeneration Interest in 3 288
2001 Alternative Interest in 3 66 Secondary Offerings, $235 Million
Fuels
" Infrastructure 2 4,500
Hydroelectric 6 47 141
Interest in 3 288
! Own/Operate 2 54
2002 Interest in 3 6 Secondary Offerings, $171 Million
Own/Operate 2 13
Infrastructure 5 13,500
Hydroelectric 6 47 141
Cogeneration Interest in 3 288
Own/Operate 3 110
2003
Alternative Interest in 3 66
uels Own/Operate 2 13
" Infrastructure 6 36,800
Hydroelectric 6 47 141
Cogeneration Interest in 2 138
O te 3 11 R P
Own/Operate 0 Convertible Debenture Offering,
2004 $85 Million
Alternative Interest in 4 166
Fuels Own/Qperate 14 49
. Infrastructure 6 40,000

www.algonquinpower.com
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WATER UTILITY INDUSTRY

1416

As usual, the Water Utility Industry ranks near
the bottom of the Value Line Investment Survey for
Timeliness. Earnings for the companies in this
industry continued to lag those of most industrial
companies in 2005, reflecting the effects of rainy
weather and rising infrastructure costs. Although
recent changes in the makeup of regulatory bodies
and improved weather conditions paint a more
favorable backdrop, we still have some concerns
about the industry’s earnings potential going for-
ward. At the heart of our concerns are the rapidly
increasing infrastructure costs. With that in mind,
not one of the water utility stocks that are covered
in the next few pages offers decent capital-gains
appeal.

Nevertheless, a few of the stocks here may be of
interest to those looking for current income.

Regulating The Industry

Regulatory authorities were appointed to keep a bal-
ance of power between consumers and providers. How-
ever, water utility providers have been coming out on the
short end of the stick in recent years. Indeed, rate relief
case decisions have been put on the back burner (and
long-awaited outcomes have generally been unfavor-
able.) However, there appears to be a better story un-
folding for water utilities, particularly those with opera-
tions in the state of California. With urging from
Governor Schwarzenegger, the California Public Utili-
ties Commission (CPUC), which is responsible for ruling
on general rate case requests in the Golden State, things
appear to have reversed course. Members of the board
thought to be antagonists of rate relief have been re-
placed with more-business-friendly members. And, the
changes appear to already be paying off. Case decisions
have been coming in with more favorable decisions in
recent months, auguring well for the future business of
American States Water Co. and California Water Service
Group.

Expenses

Despite these changes, already stringent regulatory
laws on pipeline and well infrastructure are likely to
increase as we head forward. Much of the current
infrastructure is more than 100 years old and is in
desperate need of maintenance and, in some cases,
massive renovations and rebuilding. Making matters

INDUSTRY TIMELINESS: 81 (of 98)

worse, is the heightened threat of bioterrorism on U.S.
water pipelines and reservoirs. These costs are likely to
continue to rise, as companies strive to comply with EPA
water purification standards. In all, infrastructure re-
pair costs are expected to climb to the hundreds of
millions of dollars over the next two decades, putting
many smaller water companies at a distinct disadvan-
tage. In fact, many companies without the capital to pay
for these initiatives are being forced to sell, resulting in
massive consolidation within the industry. As a result,
the rich have been getting richer. Larger, more flexible
companies with the money to meet the higher costs have
been using the weakness to add to their customer base.
Aqua America, the largest water utility in our Survey, is
the prime example. It has made nearly 100 acquisitions
over the past five years, doubling its revenue base
during that time. And, with no end to its aggressive
buying in sight, we think that Agqua will continue to
deliver the highest return on equity of any of the
companies in this industry.

Investment Advice

The stocks in this industry do not stand out for their
capital-gains potential. Not a single one of the issues
here is ranked above 3 (Average) for Timeliness and
none hold better than modest 3- to 5- year appreciation
potential. Despite the necessity for water, the capital-
intensive nature of the industry strips away growth
appeal. As a result, we think that growth-oriented inves-
tors will want to take a pass and look elsewhere.

However, we believe that income-minded investors
may have a somewhat different point of view. Water
utility stocks have long generated a steady stream of
income, a trend that we do not envision changing any-
time soon. In fact, American States Water and California
Water both offer above-average dividend yields and,
according to our projections, should continue to do so
over the long haul. Even still, there may be better
income vehicles available to investors at this time.
California Water offers some additional appeal, though,
given its Above Average (2) Safety rank. As is always the
case, though, we recommend that potential investors
take a careful look at the individual reports on the
following pages before making any future financial com-
mitments.

Andre J. Costanza

Composite Statistics: Water Utility industry
2001 | 2002 | 2003 | 2004 | 2005 | 2006 08-10
751.8 | 7944 | 857.0| 9856 | 1250 1350 | Revenues ($mill) 1750
954 | 1066 986 | 1224 155 170 | Net Profit ($mill) 250
40.2% | 38.8% | 40.0% | 39.4% | 38.0% 39.0% | income Tax Rate 39.0%
-- .- -- -- Nil Nil | AFUDC % to Net Profit Nil
524% | 53.9% | 51.2% | 50.0% | 52.0% | 51.0% | Long-Term Debt Ratio 48.0%
47.2% | 45.9% | 48.6% | 50.0% | 48.0% | 49.0% | Common Equity Ratio 52.0%
1840.7 | 1973.6 | 22964 | 2543.6 1 3000 3500 | Total Capital (Smill) 4475
2532.2 | 27511 | 3186.1 | 35325 4000 | 4125| Net Plant ($mill) 5850
88% | 70%| 58%| 67%] 7.0%| 7.5% | Returnon Total Cap'l 1.0%
106% | 11.2% | 88% | 10.7% | 11.0% | 10.0% | Return on Shr. Equity 11.0%
10.7% | 112% | 8.8% | 10.7% | 11.0%| 10.0% | Return on Com Equity 11.0%
33% | 38% 1 25%| 46%| 50%| 5.0%]| Retainedto ComEq 3.0%
69% | 66% | T2%| 57% 60% | 55% | All Div'ds to Net Prof 45%
28] 215 20| 255 Bold fipures are Avg Ann't P/E Ratio 18.0
1.18 147 148 1.36 Valde Line Relative P/E Ratio 1.20
34% | 3% | 28%| 22% estimates | pvq Anwl Div'd Yield 3.4%

Water Utility
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R 31.60 R0 24,3 (jrine 2t
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endar

Mar31 Jun. 30 Sep.30 Dec.31] Year

2002 | 445 528 616
2003 | 467 518 637
2004 | 467 593 690
2005 | 498 605 681

50.3 | 209.2]
505 | 2127
53.0 | 2280
56.6 | 235

2006 | 550 67.0 760 620 | 260
Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun. 30 Sep.30 Dec.31{ Year
2002 25 .36 .50 23 1.34
2003 20 AL] 51 d12 78
2004 .08 .30 52 16 1.05
2005 09 34 47 20| 110
2006 .24 .39 .58 24 145

Cal- | QUARTERLY DIVIDENDS PAID Ba Full
Mar.31 Jun.30 Sep.30 Dec.31| Year

endar
2002 ( 217 217 27
2003 | 221 221 2

2004 | 221 221 22
2005 | 225 225 225

2006

221 87
221 .88
225 .89
225 90
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Price  Gain nEetu?ﬂ fhaded prep indcgles recesson ,|||’I AL i H"""m'/nu"" L %3
High 35 (+10%; 5% m o lr"‘rr—‘ub’ %
Low 20 (35%) -7% |m e T T T 1
Insider Decisions u'-'",.| TIRL 12
MAMJJASON !
wBy 000000000} 8
W 000003000t -6
Institutional Decisions I (S SRR T O ” ) 0% $HEST Ukmlgg?
e e*s § bl 1 STOCK  INDEX
8 il i Percent o 1y, 223 68 [
to Sel 36 41 33| traded 2 ) T | 3yr. 465 854 |
Hids{000) 6278 6199 6302 i Syr. 485 704
1989 | 1990 | 1991 1992 | 1993 | 1994 | 1995 | 1996 | 1997 [ 1998 | 1999 [2000 {2001 {2002 [ 2003 | 2004 | 2005 [2006 | © VALUE LINE PUB.,INC. T 08-10
942| 958{ 945| 1040| 927 1043| 11.03| 11.37 | 1144 | 11.02 | 1291 | 1247 | 13.06 | 13.78 | 13.98 | 1380 | 13.75| 1475 [Revenues persh 16.00
144| 148} 178 18t 167 168 175) 175 185| 204 | 226| 220] 253 | 254 208 222 245( 2.85 |“Cash Flow” persh 370
.92 M 1190 145 4t 951 1.03] 113} 104 108 119) 128) 135] 134 78] 105 1.10 | 1.45 |Eamings per sh A 210
69 12 73 17 79 .80 81 .82 83 84 85 86 87 87 .88 .89 .90 .91 | Div'd Decl'd per sh B= 96
2461 253) 277 23 180| 243 219] 240 258 | 311 430 303| 318] 268 376 502] 415| 4.00 |CapSpending per sh 5.50
73 7541 839| 885 995] 1007 1029 11.01| 1124 | 1148 | 11.82 [ 1274 | 1322 | 1405 | 1397 | 14.98| 16.00 | 17.05 |Book Value per sh 17.65
939 943} 991 996 | M1 177 11777 13331 1344 | 1344 1344 [ 15121 15927) 1598 | 15.21] 16.77 | 17.10| 17.60 [Common Shs Outstg< | 20.00
97 102 838 106 134 12.8 11.6 126 145 155 1741 15.9 16.7 18.3 319 23.2 26.3 Avg Ann'l PE Ratio 13.0
73 .16 .56 b4 .19 84 .78 79 .84 8 97 1.03 86| 1.00 182 123 1.38 Relative P/E Ratio .85
77% | 75%) 70%) 63%| 53% | 66% | 67% | 58% ) 55% | 50% | 42% | 42% | 39% | 36% | 35%| 37%| 3.1% Avg Ann’l Div'd Yield 3.5%
CAPITAL STRUCTURE as of 9/30/05 1298 | 1515} 153.8 | 1484 | 1734 | 184.0 | 1975 | 209.2 | 2127 | 2280 235 260 |Revenues ($mill) 320
Total Debt $284.4 mill. Due in 5 Yrs $65.0 mil. 122 135} 4| 16| 161 180} 204 | 203 19| 164 200| 26.0 |NetProfit ($mill 420
LT Debt $228.7 mil. LT Interest §19.5 il 419% | 43.3% [ 41.1% | 40.0% | 46.0% | 45.0% | 43.0% | 38.9% | 435% | 37.1% | 46.0% | 43.0% |Income Tax Rate 42.0%
(Totalinterest coverage: 3.1x) sl e el e el el L] M| N [AFUDC %toNetProft | Ni
Leases, Uncapitalized: None 46.6% | 41.9% | 43.0% | 43.6% | 51.0% | 47.5% | 54.9% | 52.0% | 52.0% | 47.7% | 48.0% | 50.0% |Long-Term Debt Ratio 52.0%
Pension Assets-12/04 $51.3 mill. 52.5% | 57.3% | 56.3% | 55.7% | 48.4% | 51.9% | 44.7% | 48.0% | 48.0% | 52.3% | 520% | 50.0% |Common Equity Ratio 48.0%
Oblig. $70.3 mil. . 2306 | 2560 2684 | 2771 ) 3282 3711 | 4476 | 4444 | 4423 ] 4804 525 600 | Total Capital ($mill) 735
Pfd Stock None.  Pfd Div'd None. 3350 | 3578 3836 | 4148 | 4496 | 50941 | 5398 | 5633 | 6023 | 66420 715| 785 |NetPlant ($mill) 925
Common Stock 16,789,533 shs. T2% | 6%% | 69% | 0% | 66% | 64% | 61% | 65% | 4b% | 4%% | 55% | G0% RetumonTotalCapl | 7.5%
as of 11/9/05 99% | 90% ! 92% | 94% | 100% | 92% |10.1% | 95% | 56% | 65% | 7.5% | 85% |Rurnon Shr. Equity 12.0%
MARKET CAP: $525 million (Small Cap) 100% | 9.0% | 92% | 94% | 101% | 93% [10.1% | 95% | 56% | 65% | 7.5% | 8.5% |Retumn on Com Equity 12.0%
CURRENT POSITION 2003 2004 9730005 | 21% | 24% | 18% | 21% | 29% | 3.0% | 36% | 3.3% NMF [ NMF | 15% | 3.5% [Retainedto ComEq 6.5%
(SMILL) T9% | T3% | 80% | 78% | 72% | 68% | B5% | 65% | 113% | 91% | 77% 62% |All Div'ds to Net Prof 46%
Cash Assets 12.8 43 57
Receivables 1.8 143 15.2 | BUSINESS: American States Water Co. operates as a holding Lake and in areas of San Bemardino County. Acquired Chapanal
'Cr)‘:ﬁ:rmry (Avg Cst) 3;2 3;8 315 company. Through its principal subsidiary, Golden State Water City Water of Arizona (10/00); 11,400 customers. Has roughly 525
Current Assets 534 530 56.5| Company, it supplies water to 75 communities in 10 counties. Serv-  employees. Off. & dir. own 2.4% of common stock (4/05 Proxy).
Accts Payable 18.8 18:2 18.5 | ice areas |nc|u§1e the greater metropolitan areas of Lo§ Anggles and Chairman: Lloyd Ross. President & CEO: Floyd W?cks. In-
Debt Due 56.8 450 55.7 | Orange Counties. The company also provides electric utility serv-  corporated: CA. Add.: 630 East Foothill Boulevard, San Dimas, CA
Other 20.3 22.2 29.7 | ices to approximately 22,000 customers in the city of Big Bear 91773. Tel.: 909-394-3600. Web: www.aswater.com.
gurrent Liab. 95'900 86;,3 103;,9 Unfavorable weather conditions have ness friendly. For instance, the CPUC has
ix. Chg. Cov. 237% 246%  250% . : .

—-——1 continued to be a problem for Amer- approved rate increases for Region I1 and
g’:’m"hmﬁs 1':3?; ngrsst Es:ﬂngﬁ'n“ ican States Water. It reported third- Region I customer service areas of its
Reve,ﬂ,eé‘" 35% 4.0% 25% | quarter share earnings of $0.47 (excluding GSWC unit effective January 1, 2006. The
“Cash Flow” 30% 50% 85% | a $0.25 one-time gain in association with rate hikes add more than $5.6 million in
Eamings - 15%  120% | the recent Aerojet settlement), a nickel annual revenues. More importantly, the
Dividends 1.5% 1.0% 1.5% 4
Book Value 45% 40% 35% | below the year-ago figure. Billed water favorable decision augurs well for future

Cal. | QUARTERLY REVENUES (s mill) ol consumption decreased approximately 3% case decisions.

owing to persistingly wet conditions in the
Golden State. Earnings were also nega-
tively impacted by a higher tax rate dur-
ing the quarter.

Still, American probably rebounded
in the fourth quarter. Fourth-quarter
weather conditions looked to be more fa-
vorable, which should generate an im-
proved top-line comparison. As a result,
we think that American probably posted a
solid earnings gain.

2006 should be a banner year. The Cal-
ifornia  Public  Utilities Commission
(CPUC), which oversees all local utilities,
has undergone a major restructuring of
late, providing a far more favorable regu-
latory backdrop than that of recent
memory. Indeed, recent decisions signal
that the regulatory climate is improving,
and that rulings are becoming more busi-

Nevertheless, these untimely shares

hold limited capital gains appeal.

Despite  the improving  regulatory

landscape, capital constraints limit 3- to 5-

year growth potential. American, which is

already low on cash, will be forced to make
additional equity and debt offerings in or-

der to keep up with escalating infrastruc-

ture costs. We are concerned that these

moves will not only dilute earnings, but
may even prevent AWR from taking ad-

vantage of the fragmented industry and

enhancing its business model.

The stock does offer an above-average

dividend yield and some investors may
find solace in the fact that AWR has in-

creased its annual dividend for 51 consecu-

tive years. However, still higher yields are

now available from bonds or CDs.

Andre J. Costanza January 27, 2006

(A) Primary earnings. Excludes nonrecurring | Feb.

gains: '91, 73¢; '92, 13¢; '04, 14¢; '05, 52¢.
Quarterly earnings may not sum due to change
in share count. Next eamings report due early
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HEINESS 4 wsorins | Hio| 205] (7o) 2] e mel 2ol s1e] el el [ FI[ £ Target Price Range
SAFETY 2 Lowered 8111195 LEGENDS
= 1.33 x Dividends p sh
TECHNICAL 3 Lowered 9105 divided by Interest Rate 80
»+++ Relative Price Strength 60
BETA .75 (1.00= Market) 240r-1 spit 1198 o
2008-10 PROJECTIONS O s tor-1 e 40
Price  Gain  Retum D — i [ i 30

: 9, ) IL, J.-sﬁ,‘.ul ot LT 25
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Insider Decisions T CEXEERYN e T 15

MAMJJASON
wBy 000001000 10
Options 0 0 0 0 0 5 2 0 O fwoueeed
pSel 000105200 R — o TOT. RETURN 1205 >
Institutional Decisions L ORI Lo R ,,' . . | s‘r"o'éx vmn&u
T i Porcent 4.3 > T 7 1y, 48 68
oS¢l 37 24 39l poded 13 P Tii § illl 3y, 810 854 |
Hids(00) 4613 4744 4897 1T i (TR Syr. 735 704
1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 [2001 | 2002 [ 2003 | 2004 | 2005 | 2006 | © VALUE LINE PUB., INC. [08-10
1033 1083 1148 1220 14334 | 12501 1347 1448 | 1548 | 14.76 | 1596 [ 16.16 | 16.26 | 17.33 | 16.37 | 17.18 | 17.30 | 18.70 |Revenues persh 21.75
189( 187 188 182( 225 202y 207( 250 292) 260 275( 252| 220| 265] 251 284| 3.00| 3.30)“CashFlow” persh 410
120f 125 121 109 135 122] 147 151 183 145) 1531 131 Y| 125 1.21 146 | 145| 1.70 |Eamings persh A 215
84 87 .90 83 .96 991 102 104] 106; 107! 108} 110 | 192 112 112 113| 114} 115 |Divid Decld pershBw 1.24
240 236 303 309 253| 226] 217| 283 261] 274] 344 245| 408 582 439 373 40| 400 [Cap' Spending persh 415
966| 1004 1035] 10.51| 1080 11.56| 11.72( 1222 | 1300 | 13.38 | 1343 | 1290 | 1295 | 1342 | 1444 | 1565 1670 | 17.25 {Book Value persh€ 19.55
1138 11.38[ 11.38] 11.38| 11.38| 1240 1254 [ 1262 1262 | 1262 1294 [ 1545 | 15.18°| 15.18°] 16.93 | 1837 | 18.50 | 19.00 [Common Shs Outstg O | 23.00
106 104] 112] 141 136 141 137 19| 126 178 178] 196 271 198 | 221 20.1 24.5 Avg Anr’l P/E Ratio 16.0
.80 17 72 .86 80 92 92 75 13 83 101 127 139 1.08 126 1.06| 129 Relative P/E Ratio 1.05

66% | 67%| 66%| 61% | 52% | 58% | 64% | 58% | 46% | 4.2% | 4.0% | 43% | 44% | 45% | 42% ] 50% | 31% Avg Ann’l Div'd Yield 3.5%
CAPITAL STRUCTURE as of 9/30/05 1651 | 1828 | 1953 | 186.3 | 2064 | 2448 | 2468 | 2632 | 277.1| 3156 320 355 |Revenues ($mifl) 500
Total Debt $275.5 mil. Due in 5 Yrs $11.0 il 147] 194 233| 184 | 99| 200 | 144 191| 194 260| 27.0| 33.0 |NetProfit ($mil) 50.0
LT Debt $274.4 mil. LT Interest $18.0mil. 1725 1o T35.9% | 37.4% | 30.4% | 37.9% | 42.3% | 30.4% | 30.7% | 39.9% | 39.6% | 40.0% | 40.0% [Income Tax Rate 0.0%
(LT interest earned: 3.8x; total int. cov.: 3.4x) i e -~ - ok hid b s - i Nit Nif | AFUDC % to Net Profit Nil

49.2% | 474% | 454% | 44.2% | 46.9% | 48.9% | 50.3% | 55.3% | 50.2% | 48.6% | 48.5% | 49.0% [Long-Term Debt Ratio 49.5%
Pension Assets-12/04 $75.1 mill. 49.7% | 514% | 53.5% | 54.7% | 52.0% | 50.2% | 48.8% | 44.0% | 49.1% | 50.8% [ 51.0% | 50.5% [Common Equity Ratio | 50.0%
gz’“g&fgz-ga";":ﬁ" Pfd Div'd $.15 mil 2060 2099 | 3067 | 3086 | 3338 | 3888 | 4027 | 4531 | 4984 | 565.9 605 650 |Total Capital {$milf) 900
- 0 . ; . 4222 | 4436 4604 | 4783 | 5154 | 582.0 | 6243 | 697.0 | 7595 800.3 870 950 [Net Plant ($mill) 1100
139,000 shares, 4.4% cumulative (525 par). BB% | B3% | 94% | 78% | 78% | 68% | 53% | 59% | 56% | 6.1% | 60% | 6.5% [RetumonTotal CapT | 7.5%
Common Stock 18,389,996 shs. 9.8% | 121% | 13.9% | 10.7% | 11.2% | 10.0% | 7.2% | 94% | 7.8% | 89% | 8.5% | 10.0% [Return on Shr. Equity 11.0%
as of 11/1/05 9.9% | 12.3% | 14.1% | 10.8% | 114% | 10.1% | 7.2% | 9.5% | 7.9% | 90% | 9.0% | 10.0% {Return on Com Equity | 11.0%
MARKET CAP: $750 million (Small Cap) 12% | 38% | 6.0% | 28% | 35% [ 18% | NMF | 1.0% | .7% | 18% | 1.5% | 3.5% [Retainedto Com Eq 5.0%
CURI}ELIII-"I' POSITION 2003 2004 9/30/05 | 88% | 69% | 58% | 74% | 70% | 82% | 119% | 90% 91% | 80% | 78% | - 65% |All Divids to Net Prof 57%
Cash Assets 29 18.8 23.8 | BUSINESS: California Water Service Group provides regulated and  (11/00). Revenue breakdown, '04: residential, 70%; business, 18%;
Other 406 _ 516 _ 516 | nonregulated water service to over 2 millon people (451,800 cus- public authorities, 5%; industrial, 4%; other, 3%. '04 reported
Current Assets 435 704 754 | tomers) in 75 communities in California, Washington, and New deprec. rate: 2.3%. Has about 837 employees. Chairman: Robert
Sci(tsDF’ayable Z;g 198 2?? Mexico. Main service areas: San Francisco Bay area, Sacramento  W. Foy. President & CEO: Peter C. Nelson. Inc.: Delaware. Ad-
O?her He 325 364 505 | Valley, Salinas Valiey, San Joaquin Valley & parts of Los Angeles. dress: 1720 North First Street, San Jose, Califonia 95112-4598.
Current Liab. 536 570 8.1 | Acquired National Utility Company (5/04); Rio Grande Corp. Telephone: 408-367-8200. Internet: www.calwater.com.
Fix. Chg. Cov. 218% 309% 325% | California Water Service group is al- grant the full amount, we anticipate a fa-
ANNUAL RATES Past  Past Estd’02-04| ready reaping the benefits of changes vorable ruling nonetheless. In all, we look
ofchange (persh)  10Y¥rs. ~ 5¥rs.  to’0810 | at the California Public Utilities Com- for CWT to grow earnings by 15% to 20%
Revenues . 384:‘ 12%;’ ;g.yf mission (CPUC) ... The company has in 2006.
Earnings 05% 65% 85% | had to deal with sluggish and unfavorable However, capital constraints are
Dividends 20% 1.0%  15% | rate case rulings in recent years. However, cause for concern. The costs of
Book Value 25% 10%_50% | the CPUC, which is in charge of supervis- maintaining well and pipeline infrastruc-
cal. | QUARTERLYREVENUES(Smil) | Ful | ing all local utilities, has undergone a ture are on a torrid pace and, with con-
endar |Mar.31 Jun30 Sep.30 Dec3i| Year | number of changes in personnel and, be- cerns of bioterrorism on the rise, do not

2002 | 517 692 814 609 | 2632 | hind the urging of Governor Schwarzeneg- appear as though they will be subsiding

2003 1 513 680 882 696 | 2771 ger, appears to have instituted a more anytime soon. As a result, CWT will need

2004 | 602 889 971 694 | 3156 | business-friendly demeanor. In fact, CWT, to tap equity and debt markets to foot the

2005 | 603 815 1011 771 | 320 | Jespite poor weather conditions, posted bill. Although necessary, this additional

2006 | 650 950 110 85.0 | 355 third-quarter earnings of $0.71 a share, financing would dilute earnings, resulting

cal- EARNINGS PER SHARE A E Full | well above both last year’s figure as well in moderating share-net growth out to late

endar |Mar.31 Jun30 Sep.30 Decd1) Year | as our estimate. decade. Accordingly, given our current

2002 ( 12 43 50 20| 125 and should continue to do so projections, these shares are already near

2003 | d05 30 53 M | 121| going forward. The improving regulatory the top of our 3- to 5-year Target Price

2004 1 08 59 59 20 | 148| environment, coupled with better weather Range and offer minimal capital appreci-

005 | 03 471 30| 145 conditions paints an auspicious backdrop ation potential.

2006 | 12 .62 .67 29 | 170 g5 CWT. It enjoyed rate case success in CWT is a relatively safe choice for

Cal- | QUARTERLYDVIDENDSPAID®s | Ful [ 2005 and should continue to do so in 2006 those looking to add an income com-

endar | Mar31 Jun.30 Sep.30 Dec31| Year| and thereafter. The company filed a gener- ponent to their portfolios. The company

2002 (28 28 28 .28 112 al rate case increase for eight districts, should continue to provide investor with a

2003 | 281 281 281 281 | 142| representing roughly a quarter of its cus- steady stream of income and maintain its

2004 | 283 283 283 283 | 113 tomer base, in August, requesting about above-average yield going forward, CWT is

2005 | 285 285 285 285 | 1.44| §11 million in 2006 and $6 million in 2007. ranked 2 (Above Average) for Safety.

2006 Although the CPUC probably will not Andre J. Costanza January 27, 2006
(A) Basic EPS. Excl. nonrecurring gain (loss): | (B) Dividends historically paid in mid-Feb., §C) Incl. deferred charges. In '04: $54.3 mill., Company’s Financial Strength B++
00, (7¢), '01, 4¢; 02, 8¢. Next eamings report | May, Aug., and Nov. ® Divd reinvestment plan | $2.96/sh. Stock’s Price Stability 85
due late April. available. D) In millions, adjusted for split. Price Growth Persistence 90

E) May not total due to change in shares. Earnings Predictability

from sources belfieved to be reliable and is provided without warranties of an

kind.
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10005 20205 30205 | porcont 15 ! STOCK  MOEX |
oy % 2 sfsnees 10 ppmh— O M Bt il A0 M o oss ss [
Hfsoo_ 4896 _ Soad 706 | "0 S i) gy wilily {5 s fos I
1989 [ 1990 [ 1991 | 1992 | 1993 [ 1994 | 1995 | 1996 | 1997 [1998 | 1999 [ 2000 [2001 [2002 | 2003 [2004 | 2005 | 2006 | © VALUE LINE PUB., INC. [ 08-10

349 3768( 351 39| 423 441 508 558| 583 59 647 | 786 | 856 957 1123 969| 950| 10.50 |Revenues persh 12.80
46 48 29 46 40 40 46 43 56 62 69 B0 91 90 96 Nl .85| 1.00 [“Cash Flow” per sh 1.65
25 23 02 20 .08 09 A2 A6 22 21 32 A0 A4 M A7 24 35 .45 |Eamings per sh A .95
18 19 19 19 A4 08 .08 .09 10 10 N 14 15 16 A7 19 .20 .22 | Div’d Decl’d per sh 8 .29
42 53 M 44 63 75 .88 99 .78 83 55 58 1.11 187 119 133 1.20 | 1.20 |Cap'l Spending per sh 1.40
259 270 253 254 242| 242 257 252) 265| 283| 320| 361 403 | 449 514 | 648 6.55 | 6.80 |Book Value per shP 8.80

1082 1093] 11.05] 1124] 1140 1155] 1118 1186 | 1205 1221 1250 | 1333 | 1350 | 1366 | 1540 1940 20.50| 20.50 |Common Shs OutstgC | 21.50
128 142] NMF|[ 145 3bHB| 223 146 16.6 169 172 196 17.0 198 [ 248 212 NMF] 345 Avg Ann’l P/E Ratio 21.0
97 1.05{ NMF 88| 211 146 98 1.04 97 891 112 11 1.01 1.35 121 NMF 1.80 Relative P/E Ratio 1.40

58% | 57%| 55% | 66% | 47% | 42% | 47% | 34% | 27% | 23% | 18% | 20% | 1.7% | 1.5% 17% | 15% | 1.7% Avg Ann’l Div'd Yield 1.5%

CAPITAL STRUCTURE as of 9/30/05 568 662; 70| 722| 809 | 1047 | 1155 1308 | 173.0} 1880 195 215 | Revenues ($mill) 275
I;‘;lem:ggﬁﬁi;ﬂ“- Erfnigim%sﬁgl;ni“- 14] 18] 26| 34| 42| 54] 62) 6D 72| 45| 70| 9.0 |NetProfit ($mil) 20
- iy M Al 39.0% | 41.8% | 41.6% | 39.5% | 39.0% | 37.0% | 36.0% | 34.9% | 35.9% | 36.1% | 36.0% | 36.0% |Income Tax Rate 36.0%
(Total interest coverage: 3.7) - (8% of Cap) | ™04 ) U U L L e | 3% | | 110% | 85% | 8.0% |AFUDC %toNetProfit | 5.0%
Leases, Uncapitalized; Annual rentals $6.2 mill: 40.1% | 50.2% | 47.9% | 48.7% | 45.2% | 48.8% | 51.4% | 56.7% | 47.9% | 47.9% | 50.0% | 50.0% (Long-Term Debt Ratio 46.0%
Pension Liability None 58.8% | 48.9% | 51.3% | 50.5% ) 54.1% | 50.7% | 48.2% | 42.9% | 51.8% | 52.0% | 50.0% | 50.0% {Common Equity Ratio 54.0%
- 489 611 622 68.5 739 95.0 [ 113.0 | 1428 | 1528 | 2420 265 280 | Total Capital {$mill) 360

Pfd Stock $500,000  Pfd Div'd $24,000 803 | 914 1021 1002| 137 | 1578 | 1719 | 2039 | 2105 | 3026| 350 | 405 |NetPlant ($mill) 630
Common Stock 20,502,370 shs. 53% | 55% | 68% | 7.0% | 76% | 7.6% | 7.6% | 58% | 62% | 31% | 40%| 45% RetunonTotalCapt | 7.0%
as of 11/7/05 49% | 63% | 80% | 95% | 10.3% | 11.1% | 114% | 9.7% | 9.0% | 36% | 50% | 6.5% [Return on Shr. Equity 11.0%
MARKET CAP: $300 million (Small Cap) 49% | 63% | 8.1% | 9.6% [ 104% | 111% | 114% | 97% | 91% | 36% | 50% | 6.5% {Retun on Com Equity 11.0%
CURRENT POSITION - 2003 2004 9/30/05 | 15% | 29% | 45% | 6.0% | 7.0% | 78% | 7.8% | 63% | 58% 8% [ 2.0% | 3.0% |Retained to Com Eq 8.0%
Ca S(f"‘)\'-s'-s-)ets 54 19 g | 9% | S5%| 45% | 38% | 33% | 31% | 32% | 36% | 36% | 78% | 57% | 44% [AlDIVdstoNet Prof 29%
Receivables 19.8 239  28.1 | BUSINESS: Southwest Water Company provides a broad range of public water utiliies in California, New Mexico, Oklahoma, and
'(')"t‘l'%':“”y (Avg Cst) 102 1;3 127 | services including water production, treatment and distribution;  Texas. Services does mostly maintenance work on a contract
Current Assets 35: 3 45:3 47:6 N ter collection and trgatment; utility billing and cplleciion; basis, Off. & dir. own 10.0% of com. shs:; T. Rowe Price, 7.1%
Accts Payable 1.4 12.3 13 utlhty infrastructure construction managemgnt; and public works (4I.05'proxy).. _Chrmn & CEO: Anton C. (._Eamler. Inc.; DE. Addr.: One
Debt Due 27 34 1.3 | services. It operates out of two groups, Utility (37% of 2004 reve- Wilshire Building, 624 S. Gramd Avemie. Ste. 2900, Los Angeles,
Other 17.3 20.0 23.2 | nues) and Services (63%). Utility owns and manages rate-regulated  CA 90017. Tel.: 213-929-1800. Internet: www.southwestwater.com.
Current Liab. 314 357 358 "gouthwest Water Company had a also work towards Southwest's benefit, but

ANNUALRATES Past  Past Estd'02“04| decent third quarter. Revenues during likely not until 2007 when the framework
of change {per sh) Wg%o e, 0810 | the September interim were little changed is finalized.

Bg;;ﬂ‘f:?ng- 75% 65% 11.5% | year-to-year, but share earnings showed a The first major rate case with the new
Eamings 11.5%  70% 17.0% | 17% improvement. The solid showing was CPUC was recently filed. Southwest
Dividends | 20% 195% 29% | punctuated with announcements for a 10% just filed for an $8.6 million rate increase

- cash dividend increase and a 5% stock div- in California. A generally favorable out-
cal- | QUARTERLYREVENUES(mill} | Full | idend payout (paid on January 20th). Also come for the company in this case, as well
endar {Mar.31 Jun. 30 Sep. 30 Dec.31) Year | of note, the company has begun the search as pending rate relief in Texas, should bol-
2002 | 282 327 346 853| 1308 for a successor CEO, since current CEO ster earnings growth prospects in the com-
2003 | 361 415 514 440| 1730 and Chairman Anton Garnier announced ing years.

2004 398 457 550  475) 1880 he will be stepping down after 38 years of The acquisition of an Alabama

gggg ggg g;g 2‘35 ;5'1) ;gg service with Southwest. wastewater system looks promising.
- - - - Recent appointments to the Califor- During September, Southwest purchased

Cal- EARNINGS PER SHARE A Full | nia  Public Utilities Commission the Shelby County, Alabama wastewater
endar | Mar.31 Jun. 30 Sep.30 Dec.31| Year | (CPUC) augurs well for Southwest. system for $8.5 million. The system
2002 1 04 1 13 43} 4| Governor Schwarzenegger has selected reaches 4,400 customers and isn’t regu-
2003 | ¢.01 Moz A2 471 two candidates to fill vacant spots on the lated by a state agency, which should help
gggg ;1'01 1‘; }i d% g‘; five-person CPUC committee. Both of the boost margins. Additionally, long-term in-
' ’ : : "= | nominees are likely to take a more come from the acquisition seems insured

00 | 02 A7 .16 __.10 45 business-friendly approach towards regu- as SWWC was able to secure 11 years of
Cal- | QUARTERLYDIVIDENDSPAID® | Full | jatory matters than their predecessors, automatic 8% rate increases in the region.
endar |Mar.31 Jun30 Sep30 Decd1| Year | which should make for easier rate case Our projections show total-refurn
2002 | 038 038 038 038 .15 wins in the coming years. Additionally, the potential for the years out to
2003 | 042 042 02 06| AT| CPUC will likely soon experience some 2008-2010 to be slightly below aver-

ggg’; .ggs 8;6 .ggﬁ gg ;g restructuring changes, including combin- age, based on the stock’s current quota-
2006 | 055 ’ : “7| ing the water and energy divisions at the tion.

' staff level to increase efficiency. This may Praneeth Satish January 27, 2006
(A) Diluted eamnings. Excludes nonrecurring | April, July, and October. | $1.62/share. Company’s Financial Strength B
gains (losses): '00, (3¢); ‘01, (5¢); '02, 1¢; ‘05, | (C) In millions, adjusted for splits. Stock's Price Stability 80
{23¢). Next eamings report due early February. Price Growth Persistence 90

(B) Dividends historically paid in late January, | (D) Includes intangibles. In 2004: $29.2 million, Earnings Predictability
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diluted thereafter. Excl. nonrec. gains (losses):

AQUA AMERICA wyse.wrs i
menes 3 waon | ] 3] ] ST 53] | G8] 53] W] 59| 3| BF] o Tt s P
SAFETY 3 Lowedwins | LEGENDS .
TECHNICAL 2 Raegtnats |~ didad by el e - o
BETA .80 (1.00 = Market) 34or-2 split 7196 L o3 40
~7008-10 PROJECTIONS | 404 o 1oo L ¥ [ 0
. . Ann'l Total| 54or-4 spiit 12101 sor.d e "
. Price  Gain  Return |5dor-4 split 12/03 | - 50
High 35 (+#25%) 7% |%lor3spit 1205 3 O b
Low 20 (-30%) -6% hadbd area indicates recession Tor-3 Ll RLITECL) LU B =
Insider Decisions = uTlT'u'T /gan al 12
woy 000000000 ;!:::illll!ll"" oty e 8
s 1060005533 el — -6
Institutional Decislons -~ /\\/,77'—"—" *ot &ESTU R\':.Lzz,r?:
it . 4 STOCK  INDEX
By a00 16 ips| Ferent 45 ; T f = nim Ty, 504 68 [T
o Sell 57 64 73| raded 1.5 T MR J{ 3yr. 1355 854 [
Hid's(000) 34905 36632 37964 inn 5yr. 1585 704
1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 [ 1996 | 1997 [ 1998 | 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | ©VALUE LINE PUB, INC. [08-10
3407 202 214| 182| 170f 1.82| 184| 186| 202| 209 241 246( 270 | 285 297 348| 390 410 |Revenues persh 4.95
A9 43 45 39 42 42 47 50 56 81 12 16 86 94 86| 1.08f 125| 1.35“CashFiow” persh 1.80
20 24 25 24 24 26 29 30 34 40 42 47 51 54 57 64 72 .81 |Eamings per sh A 1.20
18 19 19 20 2 2 22 23 24 26 27 28 .30 32 .35 37 40 .44 | Div'd Decl'd per sh Bm 54
86 .76 54 60 AT 46 .52 48 .58 82 80[ t16f 109] 120 132 154 170 1.90 |Cap'l Spending per sh 245
219 2104 207| 209 229 2M| 246| 269| 284! 321 | 342| 385| 415| 436| 534| 589| 630] 6.85 Book Value persh 9.20
39.26| 4064 | 4142 5120] 5940 59.77| 6374 | 6575 6747 | 7220 | 106.80 | 111.82 | 113.97 | 113.19 | 123.45 | 127.18 | 128.00 | 130.00 |Common Shs Outst'g € | 736.00
129 102] 108] 25| 1447 135] 20| 56| 18] 25| 212 182| 236 | 236| 245 251 35 Avg Ann'l PJE Ratio 230
.98 76 69 .76 85 89 .80 981 103y 147 121 148 121 129 140 133 165 Relative P/E Ratio 1.55
69% | 77%| 72%| 6.8% ]| 59% ) 60% | 62% | 49% | 39% | 29% | 3.0% | 33% | 25% | 25% | 25% | 23% | 1.8% Avg Ann'l Div'd Yield 24%
CAPITAL STRUCTURE as of 9/30/05 170 [ 1225 1362 | 151.0 | 257.3 | 2755 | 307.3 | 3220 | 367.2| 4420 500 530 |Revenues ($mill) 675
Total Debt $995.9 mill. Due in 5 Yrs $220.0 mil. 190) 198| 232| 288 | 450 507 | 585 627 | 67.3] 80.0| 950 105 [NetProfit ($mil) 160
gogfﬁtffj;-io Ml o aerest S45.0mil. 14 .4% | 41.4% [ 406% | 405% | 304% | 9% | 39.3% | 3B5% | 30.3% | 304% | 39.0% | 39.0% [Income Tax Rate 39.0%
ge: 4.4x) 16% -- - - -- -- - -~ | 32% | 29% | 1.5% | 1.5% |AFUDC % to Net Profit 1.5%
Pension Assets-12/04 $115.3 mill. 51.9% | 54.1% | 54.4% | 52.7% | 52.9% | 52.0% | 52.2% | 54.2% | 5%.4% | 50.0% | 51.5% | 51.5% |Long-Term Debt Ratio 50.0%
Oblig. $171.1 mill. | 464% | 44.0% | 44.8% | 46.6% | 46.7% | 47.8% | 47.7% | 45.8% | 48.6% | 50.0% | 48.5% | 48.5% |Common Equity Ratio 50.0%
Pfd Stock None 3380 | 4017 [ 427.2 | 4966 | 7827 | 9011 | 990.4 [ 1076.2 | 1355.7 | 1497.3 | 1655 1840 |Total Capital ($milf) 2500
Common Stock 128,672,732 shares 4369 | 5029 5345 | 609.8 | 11354 | 12514 | 1368.1 | 1490.8 | 1824.3 | 2069.8 | 2200 | 2340 [Net Plant ($mill) 2820
asof 102505 TT% | 68% | 74% | 76% | 76% | 74% | 8% | 76% | 64% | 67% | 7.0%| 7.0% |RetumonTotalCapl | 7.5%
{adj. for 4-for-3 stock split paid 12/1/05) 11.7% 1 10.7% | 11.8% | 12.3% | 12.2% [ 11.7% | 12.3% | 12.7% | 10.2% | 10.7% | 12.0% | 12.0% |Return on Shr. Equity 13.0%
MARKET CAP: $3.6 billion (Mid Cap) 11.7% | 11.2% | 12.0% | 124% | 12.3% [ 11.7% | 124% | 12.7% | 10.2% | 10.7% | 12.0% | 12.0% |Return on Com Equity 13.0%
CURRENT POSITION 2003 2004 9/30/05 | 35% | 28% | 3.6% |- 45% | 43% | 47% | 51% | 52% | 42% | 46% | 55% | 55% [RetainedtoCom Eq 1.0%
cadLL) 392 134 g5 | 1% | 5% | 70% | 64% | 85% | 60% | 59% | 59% | 59% | S57% | 54% | 54% |AllDiv'dstoNet Prof 46%
Receivables 623 645 69.6 | BUSINESS: Aqua America, Inc. is the holding company for water 4/99; and others. Water supply revenues '04: residential, 60%;
'cr)‘x]ee"rmry (AvgCst) 5~? gg gg and wastewater utilities that serve approximately 2.5 million resi- commercial, 15%; industrial & other, 25%. Officers and directors
Current Assets 1154 —-—g-O—T 93:4 dents in Pennsylvan_ia, Ohio, New Jersey, llinois, Maine, North own.1.5% of the cormimon stock (4(0f5 Proxy). Chairman & Chief Ex-
Accts Payable 323 235 18. Carolina, Texas, Florida, Ke(\tucky, qnd five other statgs. Divestgd ecutive Officer: Nicholas DeBenedictis. Incorporated: Pennsylvanl;.
Debt Due 1358 1353 141.4 | three of four non-water businesses in '91; telemarketing group in  Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsylvania
Other 63.9 58.6 78.3 | '93; and others. Acquired AquaSource, 7/03; Consumers Water, 19010. Telephone: 610-525-1400. Internet: www.aquaamerica.com.
lSi‘:("(e:r:ng(a:g;l gﬁ;: g;z.,z fgg,/f Aqua America continues to meet ex- and smaller utilities find themselves hard
AN.NUAL. RAfES Doat Past Estd 0208 pectations. There was little by way of pressed to meet the costly new require-
ofchangepersh)  10¥rs.  5¥rs.  to'te’tg | Surprises in the company’s third-quarter ments.
Revenues 55% 75% 80% | report. Earnings of $0.22 per share Rate case filings will likely reach rec-
“Cash Flow” 95%  95% 10.0% | matched our estimate, and revenues were ord numbers in 2006, as the company
ggz’(‘,‘gggs g'g.,//‘; ggé‘: 13-3{2 just a notch higher than what we were ex- tries to recoup costs associated with ac-
Book Value 85% 105% 10.0% | pecting. It was a solid quarter that show- c;:lerating capi;ael0 expﬁenditures. The bulk
- cased Aqua’s disciplined acquisition and of the roughly million in expected rate
eﬁci:r Mguékﬁshvsfvggg%%“ggt)m 5:;!_ cost-control strategies, as well as its filings this year will probably stem from
2002 71'7 76.6 91'9 81.8 0] Proven record of rate recognition. The just- Penn§ylvania. Over the last two years,
2003 | 805 834 1021 1012 | 3672 passed year likely ended with Aqua post- Aqua’s capital spendin_g in the state hqs
2004 | 998 1065 1203 1154 | 4420 | ing double-digit earnings growth. We ex- topped $275 million. Given management’s
2005 (1140 1231 1368 1261 | 500 | pect this momentum to spill into 2006, strong relationships with many of its state
2006 {125 130 140 135 | 530 | which should help support another year of regulators, we feel the company will be
cal EARNINGS PER SHARE A D Fal double-digit profit expansion. (Note: All able to pass a considerable amount of its
en:a-r Mar31 Jun30 Sep30 Dec3t| Year per-share data has been adjusted for a 4- rate requests through to the top line.
2002 m) 5 m = T for-3 .ftock split paid December 1, 2005.) Shares of Aqua America are rgmked 3
20031 11 14 18 14| 57| Acquisitions play a central role in the (average) for year-ahead relative per-
2004 | 43 14 0 47 ‘54| company’s growth strategy. Aqua suc- formance. This stock rose 50% in 2005,
2005 | 15 17 2 18 72| cessfully managed to integrate about 30 making its current valuation quite high.
200 | 16 19 .25 .2 31| small businesses in 2005, and expects to Our projections, however, show earnings
Cal- | QUARTERLY DIMDENDS PAID®w | Full make 25-30 more this year. The frag- growth will likely not be able to keep pace
endar |Mar31 Jun30 Sep30 Dec3i| Year | Mented nature of the water utilities mar- with share-price movement, making the
rarsl S-S Sep. y ket makes Aqua’s strategy even more ef- likelihood of this valuation being
gggg gg4 334 334 884 gﬁ fective. In fact, purchases will likely get sustainable low. As a result, Aqua's total-
2008 | 09 09 09 098 ‘37| easier for the water-utilities giant when return potential for the years out to
2005 | 098 098 008 108 40| later this year a stricter Environmental 2008-2010 seems limited.
2006 Protection Agency regulation takes effect, Praneeth Satish January 27, 2006
(A) Primary shares outstanding through '96; from disc. operations: '96, 2¢. Next eamings  ( count). Company’s Financial Strength B+

report due early February. {B) Dividends histor- ﬂ In millions, adjusted for stock splits.
80, (38¢); '91, (34¢); '92, (38¢); '99, (11¢); 00, | ically paid in early March, June, Sept. & Dec. s | (D

2¢;°01, 2¢; '02, 5¢; 03, 4¢; '05, 17¢. Excl. gain | Divid. reinvestment plan available (5% dis-
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NATURAL GAS (DISTRIBUTION)

459

The Natural Gas Distribution Industry is
ranked near the bottom of the Value Line universe
for Timeliness: 95 of (98). The key features of gas
utility stocks are their safety and better-than-
average dividend yields, rather than price perfor-
mance or appreciation potential. It should be
noted that the distribution industry is in the
middle of its most profitable quarters, thanks to
the winter heating season.

Regulated Utilities

Local distribution companies (LDCs) are natural gas
utilities that are regulated by both individual state
and/or federal regulatory agencies. They are considered
natural monopolies since it is more cost-effective to build
one pipeline system to serve a region, versus multiple
distributors competing over the same location. Since
these companies are essentially able to operate as mo-
nopolies, the government sets allowable rates of return
each company can earn, typically between 10% and 12%.
This is one of the contributing factors to the limited
volatility in share prices for these distributors. However,
should earnings be less than the permitted rate, the
company is able to petition regulators for higher rates.
Likewise, if it is determined that a distributor is earning
in excess of its allowable rates, it may be subject to a rate
review. In addition, some companies now have weather
plans in place to protect against abnormal temperatures.
Two such companies are WGL Holdings in its Maryland
service territory, and Southwest Gas. The Maryland
weather-normalization program protects the company
against revenue variations due to changes in usage,
caused by weather deviations from the norm, along with
conservation ameong customers. Southwest is awaiting a
rate case decision in Arizona, which would mitigate the
impact of weather on earnings and allow the company to
recover higher costs. Programs such as these create a
more consistent year-over-year earnings stream.

Nonregulated Activities

Industry deregulation has allowed gas utilities to
expand their businesses beyond their normal distribu-
tion operations. The companies that expand into those
arenas enjoy the opportunity to enter businesses with no
restrictions on return on equity. Some activities include
retail energy marketing, energy trading, and oil and gas

Composite Statistics: Natural Gas (Distribution)
2001 | 2002 | 2003 | 2004 | 2005 | 2006 08-10
27611 | 22047 | 29981 | 33220 | 35000 | 37950 | Revenues ($mill) 42000
10704 | 1231.5 | 13853 | 17358 | 1750 | 1850 | Net Profit ($mill) 2100
39.7% | 35.3% | 374% | 356% | 36.0% | 36.0% | Income Tax Rate 36.0%
3.9% | 54% | 47%| 52%| 50%| 4.9% | NetProfit Margin 5.0%
574% | 578% | 55.9% | 532% | 53.0% | 53.0% | Long-Term Debt Ratio 52.5%
415% | 41.4% | 43.7% | 45.7% | 45.0% | 45.0% | Common Equity Ratio 45.5%
24342 | 24807 | 28436 | 31268 | 33500 | 35400 | Total Capital {$mill) 39450
24444 | 25590 | 31732 | 32053 | 33500| 35000 | Net Plant (Smill) 40000
61% | 66%| 64%| 7A4%| 7.0%| 7.0% | Return on Total Cap'l 7.0%
103% | 1M.7% | 11.4% | 11.9% | 120% | 12.0% | Return on Shr. Equity 12.5%
10.5% | 11.8% | 11.2% | 12.0% | 12.0%| 12.0% | Return on Com Equity 12.5%
25% 1 39% | 41%| 55%| 55%| 5.5% | Retained to Com Eq 5.5%
76% 68% 64% 55% 60% 60% | All Div'ds to Net Prof 60%
168] 48] 4] 135] oy phures are | AV0 Anml PIE Ratio 13.0
86 81 80 72 ‘;i’:'i':- ;—t':: Relative P/E Ratio .87
45% | 45% | 45%| 4.0% Avg Ann'l Div'd Yield 4.6%
244% | 280% | 314% | 308% | 375% | 330% | Fixed Charge Coverage 375%

INDUSTRY TIMELINESS: 95 (of 98)

exploration and production. In fact, nearly all of the
companies in this industry have at least some exposure
to the nonregulated segment, with many looking to
further expand operations here. One such company is
South Jersey at its Marina Energy unit. The division will
be expanding its Atlantic City thermal electric plant to
support the scheduled 500,000-square-foot expansion at
the Borgata Hotel casino & Spa.

Natural Gas Prices

Natural gas prices reached lofty levels following the
hurricanes that hit the Gulf Coast. Although they came
down somewhat, they were still high compared to prior
years. Prices have recently returned to these high levels,
most likely because of cold weather in the Northeast.
Typically, those companies that are involved in nonregu-
lated activities stand to benefit the most from higher
prices. The regulated utilities continue to earn their
allowable rate of return, but the added expenses are
eventually passed on to customers in the form of higher
utility bills. These added charges then result in a higher
level of bad debt expense, since some low-income cus-
tomers are unable to afford these bills. Sharply rising
bills can also result in the loss of customers to other
fuels. If the winter turns out to be colder than normal,
gas volume use will likely increase. However, due to high
gas prices, customers may well begin to conserve to cut
down on their utility bills, thereby lowering profits.

Investment Advice

The stocks in this industry are generally suitable for
income-oriented investors, and offer good stock price
stability. Risk-adverse investors still may want to pri-
marily focus on those companies that derive most of
their earnings from regulated activities. As companies
have begun to shift their operations toward nonregu-
lated businesses, the potential for capital appreciation is
increased, but so is the risk for capital losses. Note that
especially high dividend yields for stocks in this sector
can mean growth opportunities are constrained. Also, as
companies expand into nonregulated activities they may
be less willing to raise the dividend payout, instead
using these funds to finance capital expenditures.

Evan I. Blatter

Natural Gas (Distribution)
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Hids(000) 4743 4474 4775 Sy. 471 811
1989 [ 1990 | 1991 | 1992 | 1993 [ 1994 | 1995 | 1996 | 1997 [ 1998 1999 | 2000 | 2001 2006 | ©VALUELINE PUB,, INC. | 08-10
2687 | 2445| 2327 | 2003 | 2188 | 21.59| 19.98( 11.84 | 17.85) 1747 | 18.89 | 21.90 | 3040 | 29.06 | 27.20 | 2823 | 28.60 | 29.80 |Revenues pershA 40.00
247 236 229) 166| 204 71| 207 122) 192 206| 240 260 | 272 248| 225| 263| 230| 265 |“CashFlow" persh 3.60
129 126 1.4 63| 1.05 60 80 39 93 84| 124] 139 147 | 113 87 119 82 .95 |Eamings per sh AB 125
85 .87 90 93 M 96 .96 12 .96 .96 96 .96 96 .96 .96 96 96 .96 | Div'ds Decl'd per sh C= .98
199 250 297{ 464 38| 306 412] 242 266 232 181 165| 2167 191 256 350 250| 3.05|Cap’l Spending per sh 440
796 833] 863; 909{ 99| 981 976 | 1009 ( 10.16 | 10.07 | 1036 | 10.79 | 11.01 | 10.34 | 10.11| 1052 | 10.45| 10.95 |Book Value per sh D 15.30
649 656| 663] 761} 857 891 9141 1079 1097 [ M.05] 11.05] 105 11051 1105 [ 1413 1127 | 141 | 11.40 |Common Shs OutstgE | 12.00
8.6 89| 122] RB7; 166] 257 182] 400] 178 194 137 17 134 182 220 175] 251 Avg Ann'l P/E Ratio 20.0
65 .66 T8 14 98| 169 122] 251 1.01 1.01 .78 .76 69 99| 125 92| 132 Relative P/E Ratio 1.35
1% 78%| 64%| 62%| 54% | 62%| 66% | 46% | 59% | 59% | 57% | 59% | 49% | 47% | 50% | 46%| 47% Avg Ann’l Div'd Yield 3.9%
CAPITAL STRUCTURE as of 6/30/05 1827 | 127.7| 1958 | 189.7 | 2086 | 2419 | 3358 | 321.0 | 3028 | 3181 | 3265 340 {Revenues ($mill) A 480
. . . 11 421 108 98| 142 154 | 162 | 125 97| 133 9.2 | 11.0 |Net Profit ($mill) 15.0
Btgle?):ggggzoﬁﬂ’lmul E#“ntr;imfggmm 36.8% | 34.8% | 37.1% | 37.4% | 36.5% | 37.1% | 35.0% | 34.9% | 34.2% | 36.2% | 37.9% | 37.5% |income Tax Rate 38.5% |
(LT interest eamed: 2.8 total nterest 42% | 33% | 54% | 52% | 68% | 64% | 48% | 39% | 32%| 42% | 28% | 3.2% |NetProfitMargin 1%
coverage: 2.7x) 514% | 46.8% | 50.6% | 48.4% | 50.9% | 51.2% | 50.7% | 59.1% | 55.9% | 52.1% | 56.0% | 55.0% [Long-Term Debt Ratio 51.0%
) . 45.0% | 50.0% | 46.5% | 48.7% | 46.6% | 48.8% | 49.3% | 40.9% | 44.1% | 47.9% | 44.0% | 45.0% [Common Equity Ratio 49.0%
Pension Assets-9/04 $51.3 mil. Oblig. $65.5 mill. [ 1985 | 217.8 | 2394 | 2285 | 2455 | 2442 | 2466 | 2791 | 2565 | 2474 | 300| 320 |Total Capital (Smill 375
238.1 | 2557 | 2652 | 2766 | 282.3 | 284.8 | 2942 | 2006 | 3123 | 346 350 375 |Net Plant ($mill) 475
Pid Stock None 55% | 34% | 62% | 61% | 75% | 81% | 85% | 64% | 60% | 70% | 5.0% | 5.5% |RetumonTotal Capl | 5.5%
8.0% | 36% | 9.0% | 83% | 11.7% | 129% | 13.3% | 10.9% | 86% | 11.2% | 7.5% | 9.0% |Return on Shr. Equity 8.5%
Common Stock 11,413,000 shs. 81% | 35% | 9.1% | 83% | 120% | 12.9% [ 13.3% | 10.9% | 8.6% | 11.2% | 7.5% | 9.0% |Retum on Com Equity 8.5%
as of 9/30/05 - NMF | NMF| 7% | NMF| 27% | 40% | 46% | 17% | NMF| 21%| NMF|  Nil |Retained to Com Eq 20%
MARKET CAP: $225 million (Small Cap) 106% | NMF | 93% | 108% | 78% | 69% | 65% | 85% | 110% | 81% | 119% | 99% |AllDiv'ds to Net Prof 78%
CURRENT POSITIONA 2003 2004 6/30/05
{SMILL.) BUSINESS: Cascade Natural Gas Corporation distributes natural ers, oil refining, & food process. inds. Main connecting pipeline:
Cash Assets 7.5 5 .7 | gas to around 227,000 customers in Washington and Oregon. in  Northwest Pipeline Corp. '04 deprec. rate: 6.5%. Est'd plant age: 12
ther 331 _ 659 _ 648 2004, total throughput was 113.4 bilion cu. ft. Core customers: yrs. Has around 430 employees. Officers and directors own 1.7% of
Current Assets 406 664 655 | residential, commercial, fim industrial, interruptible (69% of oper. com. (12/04 proxy). President and Chief Executive Officer: David
Accts Payable 105 129 110 margin, 23% of gas deliveries); non-core: industrial, transportation  W. Stevens. Inc.: WA. Address: 222 Fairview Ave. North, Seattle,
Debt Due 25.8 475 22.0
Other 197 386 388 | service (31%, 77%). Serves pulp & paper, plywood, chem. fertiliz- WA 98109. Tel.: 206-624-3900. Intemet: www.cngc.com.
Current Liab. %60 990  718| We believe that Cascade Natural Gas’ ton and Oregon helped annual account
Fix. Chg. Cov. 213% _269% 260% | hottom line will recover some in fiscal hookups to rise at a steady rate in the
ANNUAL RATES Past  Past Estd'02-04| 2006, which began October 1st. This past, and it appears that this trend will
?{g‘,i",?ﬁé’;‘”s“’ 10:Y’r3.% 5;“;;% '°£56,j£ should come about partly by further ex- continue. Also, given the environmental
“Cash Flow” 30% 30% 6.5% | pansion of the customer base, an adjust- advantages of natural gas and assuming
Earnings 35% 10% 30% | ment in the employee benefits plan, and that prices for this fuel source don’t get
Dividends > - 5% | savings from a consolidated call center for out of reach for the mainstream, a sig-
Book Value 5% .- 7.0% g g
customers. The company should also be nificant portion of new customers may still
Fiscal A | Full Y
Yocd QUARTERLYREVENUES““"") fiscal| helped by the absence of costs stemming come from conversions. These factors
Ends |Dec3! Mard1 Jun30 Sep30| Year | from the transition to a new executive ought to enable annual bottom-line gains
2002 1028 1223 568 301 | 3210 team, and staff reductions (which, com- to be in the upper-single-digit range over
2003 11005 1093 538 392 | 3028 pined, amounted to $0.13 a share last the coming 3- to 5-year period.
2004 11049 1194 521 417 | 3181] year) But demand from residential and Cascade shares, ranked 4 (Below
2005 [1046 1177 563 479 | 3265 y 2 :
2006 [107 125 600 480 | 340 commercial customers may be held back, Average) for Timeliness, offer a
Fiscal TICE a1 o a certain extent, by conservation efforts decent dividend yield. But additional
Yoor EQRN'NGS:ESSHA?SE Fiscal| caused by persistently high natural gas increases in the payout will likely be slow
Ends |Dec.3! Mar31 Jun.30 Sep30| Year | prices and improved energy efficiency in in coming, as cash flows are used to meet
2002 156 8 d06 d23 [ 113} buildings and appliances. Too, it seems the requirements of a growing customer
2003 60 &7 g:)g d.22 871 that margins from the gas management base. Another factor to consider is the
%ggg gg gg 410 ggg 1;2 services business will continue to suffer sensitivity of earnings to changes in
2006 | 62 68 do9 d26 95 from competition from energy marketers, a service-area temperatures, given the ab-
. - - C- ~—| segment that has made a comeback since sence of weather-normalization adjust-
Cal- | QUARTERLY DVIDENDS PAID Full | the demise of Enron. All things considered, ment mechanisms. (Management is seek-
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year | Cagcade’s earnings per share may well ad- ing a rate design that would diminish the
2000 ( 24 24 24 24| 96| vance to $0.95 in fiscal 2006. temperature impact, but it's unclear, at
002} 24 24 24 24| 9| We remain positive about the compa- this juncture, when regulators would ap-
003 | 24 24 U A % | ny's 2008-2010 prospects. Generally fa- prove such a measure.)
_gggg gﬁ 24 A gﬁ 9| vorable economic conditions in Washing- Frederick L. Harris, III Decernber 16, 2005
(A) Cal. yr. thru. 12/95, Changed to 9/30 fiscal |'02, (16¢); '03, (5¢). ‘04 egs. don't add to total | avail. Company’s Financial Strength B+
yr. in '86. (B) Primary egs. thru. ‘97, then due to rounding. Next egs. rpt. due late Jan. %D) Incl. deferred charges. In '04; $21.4 mill., Stock’s Price Stability 80
diluted. Excl. nonrec. gains (losses). ‘91, 19¢; | {C) Dividends historically paid in the middle of | $1.90/sh. (E) In mill., adj. for stk. split. Price Growth Persistence 55
'93, 3¢; 96, (11¢); '98, (2¢); '99, (1¢), '01, 9¢; | Feb., May, Aug., Nov. sDiv'd reinvest. plan Earnings Predictability 70

A4 To subscribe call 1-800-833-0046.
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| Hids{000) 81446 90574 90849 Lususll 10 Syr. 128 8141
1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 [ 1996 | 1997 [ 1998 | 1999 [2000 |2001 | 2002 | 2003 | 2004 | 2005 [2006 | © VALUE LINE PUB,, INC. [ 08-10
2671| 2664 2343 2474| 2599 | 2843| 2493 2872| 2042 | 1320 2207 | 3756 | 4757 [ 4192 | 4331 4135] 4010 41.45 |Revenues pershA 42,00
264 262{ 238 303 304 329; 33| 35| 42 45 357 | 45 572} 636| 622 58| 465] 4.80“CashFlow” persh 5.60
168 162 145| 1435 173| 185 90| 196| 212| d134| 162 210 | 172{ 275| 262 244| 245| 250 |Eamings persh B 3.10
119 123| 127 129 132 135( 139| 142 146) 150 178 178 | 178! 178 | 178! 179| 1.82] 1.82|Div'ds Decl'dpershCm 210
430 351| 344] 39| 437 415] 436| 604] 560 519 542 464 760| 796 | 634 489 360 3.60 |CapTSpending persh 3.80

1336 1368| 1437 | 1455| 1554 | 1627 1694 | 1817 | 19.09| 2318 | 2028 | 20.65 | 20.73 | 20.67 | 22.94 | 24.22 | 2540| 25.45 |Book Value per sh © 29.50

3629] 3730] 4228] 4345] 4638 | 4750] 4879 | 49.86 | 50.77 [ 130.42 | 133.87 | 136.36 | 139.43 [ 142.42 | 150.66 | 160.82 | 174.50 | 175.00 | Common Shs Outstg £ | 177.00

10.1 19 131 15.1 43| 1377 127] 137] 138 --| 168 48| 208 127] 131 15.3 | Boid fighres are [Avg Ann’I PIE Ratio 13.5
.78 88 84 82 84 80 85 86 80 .- 96 9 | 107 .69 .75 82| \ValuelLine  |Relative P/E Ratio .90

T0%| 64% | B7%| 64% | 53% | 53% | 58% | 53% | 50% | 48% | 65% | 57% | 50% | 51% | 52%| 48% | "™ |Avg Anwl Divid Yield 5.0%
CAPITAL STRUCTURE as of 9/30/05 1216.3 | 1432.0 | 1478.2 | 17219 | 2954.6 | 5121.5 | 6633.1 | 5970.7 | 6915.2 | 6650.5 | 7000 | 7250 |Revenues ($mill) A 8500
Total Debt $4.236 bill. Due in 5 Yrs $2.5 bill. 918| 07.2| 1061 |d166.9 | 2586 | 300.8 | 2437 | 3074 | 424.2| 3987 | 410 | 440 |NetProfit ($mill) 550
LT Debt $3.915bil. LT Interest 5280 mil. 320% | 285% | 0% | -- | 345% | 41.8% | 464% | 36.2% | 39.5% | 346% | 38.0% | 38.0% |Income Tax Rate B.0%
(toal interest coverage: 3.8x) 76% | 68% | 7.2% | NMF | 88% | 59% | 37% | 67% | 6% | 60% | 59% | 6.1% [NetProfit Margin 6.5%
Pension Assets-12/04 $1.9 bill. Oblig. $2.3 bill. 46.4% | 43.8% | 435% | 31.8% | 37.5% | 59.6% | 61.2% | 63.3% | 60.0% | 53.0% | 47.0% | 47.0% |Long-Term Debt Ratio 49.0%

53.2% | 55.8% | 56.5% | 59.4% ) 60.6% | 39.2% | 37.7% ) 35.7% | 39.1% | 46.7% | 53.0% | 53.0% |Common Equity Ratio 51.0%

Pfd Stock None Pfd Div'd Nil 1553.8 | 1624.4 [ 1714.1 [ 5080.9 | 4482.1 | 7175.0 [ 7672.3 | 8252.5 | 9356.0 | 8333.1 | 8400 | 8700 |Total Capital (§mill) 10000

1512.6 | 1698.1 | 1810.6 | 3778.3 | 4240.0 | 6358.3 | 6605.9 | 7217.6 | 8894.3 | 7067.9 | 7300 | 7500 {Net Plant ($mill) 8500
75% | 74% | 73% | NMF | 714% [ 53% | 45% | 62% | 58%| 81% | 6.0% | 6.0% |Return on Total Cap’l 7.0%

::Tt‘n;gﬂ‘glt:; KT74.361,263 shs. 11.0% | 10.7% | 109% | - NMF | 9.2% [ 104% | 8.2% | 13.4% | 11.3% [ 102% | 9.5% | 9.5% |Return on Shr. Equity 10.5%

MARKET CAP: $5.8 billion (Large Cap) 11.1% ] 10.7% | 108% | NMF | 82% [ 10.0% | 8.2% | 133% | 114% | 10.2% | 9.5% | 9.5% |Return on Com Equity 10.5%
29% | 29% | 33% | NMF | NMF | 14% | NMF ) 48% | 39% | 23%| 25%! 3.0% |Retained to ComEq 4.0%

CUR&ﬁI{I’ POSITION 2003 2004 9/30/05 4% | 73% | 70% | NMF | 110% | 86% | 103% | 65% | 66% | 73% | 74% | 73% |All Divids to Net Prof 68%
Cash Assets 2058 922.0 84.0 [ BUSINESS: KeySpan Corp. is a holding company created 5/98, via erates electricity and operates transmission/distr. sys. by contract
Other 21811 2156.6 2869.4 | the merger of KeySpan Energy {formerly Brooklyn Union) and Long  with L.). Power Author. Sold its stake in Houston Exploration, 2004.
Current Assets 23869 30786 2200.4 | ysland Lighting. Acq. Eastern Enterprises 11/00, making KeySpan Owns 20% of Iroquois Pipeline. Non-regulated subs. market gas
Accts Payable 11416 906.7  756.3 | the largest gas distributor in the Northeast, serving most of New supplies, sell indt energy mgmt. svcs. Has 9,950 empls. Chrimn.;
Bﬁ?érbue ‘éggé 3%?% 2%}? York City and nearby Long Island, and parts of New England. Has R.B. Catell. Inc.: NY. Address: 1 MetroTech Center, Brooklyn, NY
Current Liab. 1848:8 2282:3 m 2.5 mill. gas meters in one-family homes and apartments. Also gen-  11201. Tel.: 718-403-1000. Web:www.keyspanenergy.com.

Fix. Chg. Cov. 315% 257% NMF | KeySpan’s third-quarter earnings noticeable conservation. Electric service
ANNUAL RATES Past Past Estd'02'04| came in better than expected. (Our es- earnings could suffer in 2006 if a planned
ofchange (persh)  10Yrs.  5¥rs. 0’810 | timate was a loss of a penny a share) 10% generating capacity increase in New
Bg;’gg‘,’:?:wn g'gé‘; 135 30% | Electric services profits jumped 34% as a York City actually comes on line. New
Eamings 4:5:4, 21.0%  1.0% | result of weather that was 50% warmer York regulators, however, will probably
ggl:lj(e\?glie 2802 ‘11&2 gg‘ﬁ than normal, fuel price spreads, and good raise the amount of power that must be

- : g online performance by the generating generated in the City, mitigating the ef-

Cal- | QUARTERLYREVENUES(mill)A | Fun | plants. That more than offset increased fects of new capacity. Finally, the sideline
endar [Mar31 Jun30 Sep.30 Dec.3f| Year | Josses in the gas distribution business energy services business should lose a bit

2002 (1871 1215 1076 1807 [5970.7 | {(which usually loses money in the sum- less or even make a little money.

2003 (2512 1408 1131 1862 |69152| mer), due in part to higher uncollectible Longer term, share net should rise at

2004 12505 1365 1050 1638 |B650.5| debts. Finally, interest costs declined 24% a modest pace. KeySpan has over

2005 12480 1342 1303 1875 7000 | from the prior-year period, thanks to an 500,000 prospective gas customers near its

2006 |2700 1425 1200 1925|7250 | 119 reduction in outstanding debt since mains that could be hooked up relatively

Cal- EARNINGS PER SHARE 4 & Full | the end of 2004 and debt refinancing. We easily. New York City's power demands
endar |Mar31 Jun30 Sep30 Dec31| Year| think that uncollectible debts will remain should grow steadily and yield more prof-

2002 | 1.1 20 02 102 | 275| above recent levels through next winter. its, despite some possible excess capacity

2003 | 153 d05 07 107 | 262| The earnings outlook for 2006 is in 2006. And, having reduced its debt-to-

2004 1139 13 .03 88 | 243| mixed. On the plus side, the company will capital ratio to around 47%, the company

2005 ) 143 1 A3 78 | 245 probably hook up enough new gas custom- could invest several hundred million dol-

2006 | 147 10 05 .88 | 250 org in 2005 to raise gross profits by around lars in acquisitions without endangering

Cal- | QUARTERLYDIVIDENDSPADACm | Full | $40 million in 2006. And Massachusetts its credit ratings.
endar |Mar31 Jun.30 Sep.30 Decd1| Year| has approved a regulatory change that These untimely shares offer decent

| 2001 | 445 445 445 445 | 178{ should permit KeySpan to recover more risk-adjusted total return potential.
| 2002 | 445 445 445 445 | 178 uncollectible debts. But gas customers will KSE's dividend yield is above the industry

2003 | 445 445 445 445 | 178| probably pay 30% to 40% more for heat average, and the company has some

2004 | 445 445 M5 M5 | 178 this winter, an unprecedented jump that growth prospects.

2005 | 455 455 455 455 could result in very high bad debts and Sigourney B. Romaine December 16, 2005
{A) Data for former KeySpan Energy through | (50.19); 96, $0.52;'97, $0.16; '03, (80.23); '04, | Divs historically paid early Feb., May, Aug.,| Company’s Financial Strength B++
'97 (years ended 9/30); new KeySpan Corp. | ($0.40). Excl. gain {loss) discont. ops.. ‘00, [and Nov. w Divd reinvestment plan avail- | Stock’s Price Stability 95
from "98 on a calendar fiscal year. (B} Diluted | ($0.02); '01, ($0.14); '02, ($0.14); '03, $0.01; | able.(D) Includes def. charges. At 12/31/04: | Price Growth Persistence 55
shs. Excl. nonrecur. gains (charges): '90, | ‘04, $0.81. Next egs. report due late Jan. (C) | $18.31 /sh. (E) In millions, adjusted for split, Earnings Predictability
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TMEUNESS 4 Rasedasis Low | 183| 184| 200| 203| 224| 200| 175| 213| 190| 218| 260| 269 Target Price Range
) 2008 | 2009 {2010
SAFETY 2 Raised 61203 LEGENDS
—— 1,00 x Dividends p sh 64
TECHMCAL 3 Lowedrinats | - dvided by mres Rate e
BETA .80 (1.00 = Market) 24or-1 spiit 384 40
2008-10 PROJECTIONS | *Bhacei s indicates L (S NN M— 32
. . Ann’l Total . . w1l reu S TR 2
Price  Gain Return |75 LTI YL TS AL R i TTIL T LML W T 5
Hoh 40 (s3mn) 12 [T i - b
Low 30 (Ni 6%
Insider Decisions 1
JEMAM I JAS T
wByy 000000000 e 8
Opios 0 3100000 3 i o . L6
toSeh_03 1000003 R R % TOT. RETURN 11/05
Institutional Decisions et THIS  VLARITH
102005 202005 302005 e s, SR STOCK  INDEX
toBuy 56 a8 51| pocent 73 —T1 ;i ty. 28 104 [
to Sell 38 45 35| yraded 2.5 i 3yr. 449 746
Hids{00)) 6440 6362 6774 Al N fuly mﬁmmm S5yr. 703 811
1989 [ 1990 | 1991 [ 1992 [ 1993 [ 1994 | 1995 | 1996 [ 1997 [ 1998 | 1999 12000 12001 | 2002 | 2003 | 2004 | 2005 | 2006 | © VALUE LINE PUB,, INC. | 08-10
3157 | 3021| 2840 2683 3233 | 3343 2479| 31.03| 3433 | 31.04 | 26.04 | 2999 | 53.08 | 39.84 | 5495| 5959 | 76.05| 85.10 |Revenues persh 116.30
247 213| 237 232) 281| 265| 285| 329| 332| 302| 256| 268 300| 256 | 345| 2791 3.15| 3.35|“Cash Flow” persh 415
145| 1.08| 128| 147| 61| 142 127 187| 184 | 158| 147 137 | 161 118 | 182 1.82{ 190| 200 |Eamings persh A8 2.30
1450 118] 120 120| 122 122 124| 126} 130 132 134 134 134 | 134| 134| 135; 1.37| 139 |Div'ds Decl'd persh C» 145
182 187 246| 287 262 250§ 263] 235| 244 268 | 288 | 277 | 251 280 | 267 245] 285 3.00|Cap'l Spending persh 375
1174 | 1175 1183 | 11.79| 1219 1244) 13.05| 1372 1426 | 1457 | 1496 | 14.99 | 1526 | 1507 | 1565 | 16.96 | 17.45| 19.00 |Book Value per sh ° 271.35
1559 1559 1559 1559 | 1550 1567{ 1742 1756| 17.56| 1763 | 1888 [ 18.88 | 1888 | 18.96 | 19.11| 20.98| 21.00 | 21.50 |Common Shs Outstg 1 21.50
103| 146 125 158 135[ 164 1557 18] 125 155 158 149 145] 200 136 157 16.2 Avg Ann'’l PIE Ratio 15.5
78| 108 80 96 80| 108! 1.04 75 12 8 .80 97 J4 | 108 78 82 85 Relative P/E Ratio 1.05
T7%| 75%| 75%| 65% | 56% | 53%| 63% | 56% [ 56% | 54% | 58% { 66% | 5.7% | 57% | 54% | 47% | 44% Avg Ann'l Div'd Yield 4.1%
CAPITAL STRUCTURE as of 6/30/05 4319 | 5448 6028 | 547.2 | 4916 | 566.1 [ 10021 | 755.2 | 1050.3 | 1250.3 | 1597.0 | 1830 |Revenues ($mili) A 2500
Total Debt $427.9 mill. Due in 5 Yrs $175.0 mill 09| 328) 325] 279| 29| 260] 305| 224 | 346] 3611 401 ] 450 |NetProfit {$mill) 50.0
:—{gg}é“ﬁ-ﬁo Ml 'ETQ'X")'WS' $§25.0 mil. 32.1% | 35.9% | 36.1% | 35.6% | 355% | 352% | 32.7% | 354% | 35.0% | 348% | 34.1% | 35.0% [Income Tax Rate 35.0%
e 98- <. 48% | 6.0% | 54% | 51% | 55% { 46% | 30% | 30% | 33%| 2.9% | 25% | 25% |NetProfit Margin 2.0%
40.2% | 42.5% | 38.0% | 40.9% | 41.8% | 452% | 49.5% | 47.5% | 50.4% | 51.6% | 48.0% | 49.0% |Long-Term Debt Ratio 51.0%
Leases, Uncapitalized Annual rentals $1.6 mill. 59.3% | 57.1% | 61.6% | 58.6% | 57.8% | 54.5% | 50.2% | 52.3% | 49.4% | 48.3% | 52.0% | 51.0% |Common Equity Ratio 49.0%
Pension Assets-9/04 $258.5 mill. , 3835 4222 4068 | 4380 4886 | 5192 ] 5741 | 5466 | 6050 7374 710 800 [Total Capital {$mill) 1200
Pl S .  Oblig. $252.6mill. | 4343 | 4507 | 4576 ] 4906 | 5194 | 5754 | 5025 | 5944 | 6212 | 6469| 680| 705 |NetPlant (Smill 950
fock $1.1ml.  £3d Ohv'd §.06 mil. TA% | 94% | 9T | 81% | 7% | 67% | 69% | 60% | 74% | 66% | 7.0%| 7.0% R '
Common Stock 21,143,581 shs. Jh , L Ak ] . Nk x U o iy ) o g eturn on Total Capl 5.5%
as of 7/29/05 9.1% | 135% | 129% | 10.8% { 9.5% | 9.1% | 10.5% | 7.8% | 11.5% | 10.1% | 71.0% | 71.0% [Return on Shr. Equity 8.5%
9.2% | 13.6% | 12.9% | 108% | 95% { 91% [105% | 7.8% { 116% | 10.1% | 11.0% | 11.0% [Return on Com Equity 8.5%
MARKET CAP: $625 million (Small Cap) A% 45% | 39% | 1.8% | 1.0% 2% | 18% | NMF | 34% [ 27% | 3.0%: 3.5% [Retained to Com Eq 3.0%
CUI((&IFLI'{:!; POSITION 2003 2004 6/30/05 | 96% | 67% | 70% | 83% | 89% | 98% | 83% | 113% 4% | 73% | 72% | 66% Al Div'ds to Net Prof 62%
Cash Assets 73 139 4.8 | BUSINESS: Laclede Group, Inc., is a holding company for Laclede  63%; commercial and industrial, 23%; transportation, 2%; other,
Other _2806 _323.7 _275.8 | Gas, which distributes natural gas in eastern Missouri (population, 2 12%. Has around 3,440 employees. Officers and directors own ap-
Current Assets 287.9 3376  280.6 | milion), including the city of St. Louis, St. Louis County, and parts proximately 6.0% of common shares (1/05 Proxy). Chairman, Chief
Accts P : 9.4 of 8 other counties. Has more than 630,000 customers. Purchased Executive Officer, and President: Douglas H. Yaeger. Incorporated:
Accts hayable 559 884 8941 SMAP for $43 million (1/02). Therms sold and transported in fiscal Missouri. Address: 720 Olive Sireet, St. Louis, Missour 63101, Tel
Other 82.1 97.7 82.3 | '04: 1.12 mill. Revenue mix for regulated operations: residential, ephone: 314-342-0500. Internet: www.lacledegas.com.
Current Liab. 366.3 262.6 259.2 ) s s
Fu G Con__205% _219% _200% | tiibucsion  ungt, Laclede  Gass could Steady rioe imonterstate pipeline wholesalo
.’r:':lUAL RA"I;ES 1§§st ;‘Yast ES:’%S%‘;“ have a rough time in fiscal 2006 transactions. Nevertheless, consolidated
of change {per h) P Ay (which ends September 30th). Volumes share net may advance only 5%, to $2.00,
Revenues 50% 11.0% 14.5% R . PR
“Cash Flow” 10% -10% 65% | may be held in check by conservation ef- in fiscal 2006.
E?(%’"Qg }g‘:ﬁ’ g:ﬁv ?-gg’ forts spurred by persistently high natural The company’s prospects out to. the
Book Value 28% 159 4% | gas prices. Furthermore, “operating ex- end of this decade are unspectacular,
Fiscal T Fan | Penses should continue to rise, reflecting too, given that Laclede Gas is operating in
Yoor DQUéI}TE;LY;fVSNUEgo(SrglII.) 39| Fiscal increased rates charged by suppliers and a mature market. Indeed, the customer
Ends |vec.5l Waril JUN.J9 Sepd) Year | higher off-system gas costs. But perform- base has been expanding roughly 1% an-
2002 (1946 2875 1473 1258 | 1952 | ance ought to be aided partly by a hedging nuaily, which means that internal growth
2003 12804 4222 1865 1614 10503 program intended to limit gas-price vola- for this business will remain moderate, at
gggg ﬁgg g;gg gﬁ; ;gég Eggg tility, and a weather-mitigation mechan- best. As such, any substantial gains will
2006 |515 635 365 315 |1g30 | ism that has been in effect since 2002. Too, have to come from the unregulated units
a rate hike was recently approved by the or from acquisitions, scenarios we don't
Fiscal | EARNINGS PER SHARE ABF Full i { Public Service C L I h ; vt That said
Year 1 Mar3! Jun30 Sepao| Fiscal| Missouri Public Service Commission, al- see happening anytime soon. at said,
Ends [Dec.3! Mar. <0 SeP27) Year | though less than what management re- annual bottom-line increases ought to be
2002 | 4 }12 d?i’ d.28 Hg gquested. in the mid-single-digit range over the
gggi gg 1'}2 9 g%g 182 The other segments stand to deliver 2008-2010 period.
2005 | 79 106 20 daoa | 190| decent results this year, though. Long-term total-return potential for
2006 | 83 143 .28 dzé | 200 SM&P Utility Resources, the unregulated the equity is limited, given that it is al-
UARTERLY DIVIDENDS PAID © unit specializing in locating and marking ready trading near our 3- to 5-year Target
c:l- Q 3 Jun30 Sep.30 " ;““r services for underground facilities, should Price Range, and assuming moderate in-
endar |Mar.31 Jun.30 Sep.30 Dec31| Year| ... .fi¢ from additional business in both creases in the dividend. Meanwhile, these
200 | 335 335 335 35 | 13| pew and existing markets, plus improve- good-yielding shares are ranked to under-
gggg ggg ggg ggg 335 }gﬁ ments in operational efficiency. Mean- perform the broader market averages for
2004 | 335 34 34 gzs 13§ while, we expect earnings for Laclede En- the next six to 12 months.
2005 | 34 345 345 us 7| ergy Resources, the non-utility gas Frederick L. Harris, III December 16, 2005

(A) Fiscal year ends Sept. 30th.

(B) Based on average shares outstanding thru. | April, July, and October. m Dividend reinvest-
'97, then diluted. Next eamings report due late | ment plan available.
{D) Incl. deferred charges. In '04: $206.6 milt.,

Jan.
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(C) Dividends historically paid in early January, | $9.85/sh.

F
shares outstanding.

is strictly for

E) In millions. Adjusted for stock spiit.
) Qtly. egs. may not sum due to change in

‘s own, non-commercial, intemal use.
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102005 20005 32005 pet Cl W
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Hhdaton, 12065 13430 10457 | 209 3 i Sy, 712 811 |
1989 [ 1990 [ 1991 ] 1992 | 1993 | 1994 [ 1995 | 1996 | 1997 | 1998 | 1999 [ 2000 |2001 |2002 | 2003 | 2004 | 2005 | 2006 | © VALUE LINE PUB, INC. | 08-10

1622 | 17.02| 16.74| 1410 | 18.45| 18.30| 16.02| 16.86 | 15.82 | 16.77 | 18.47 | 21.08 | 2578 | 25.07 | 2357 | 2569 | 3245 33.90 |Revenues persh 37.95

285| 322 2587| 325| 374| 350| 341 38| 372| 324| 372 368| 386 | 365 385] 392| 435, 450 "CashFlow” persh 515

158 | 162 67 J41 174 163 61| 197 176| 1.02| 170 179} 188 | 162} 176] 18| 215 225 Eamingspersh A 275

107 1100 1431 145 147 147 148¢ 120 12 122 123 124 125| 1260 127{ 130| 134} 1.39 |Divids Dect'd persh Ba 1.64

336| 385] 358| 373 361 423 302 370 507 402| 478 346 323 311 | 480 552 3.60| 3.35|Cap'l Spending persh 4.00

1204 | 1261] 1223] 1241| 13.08| 1363] 14.55| 1537 | 16.02 | 1650 | 17.12 | 17.93 | 1856 | 18.88 | 19.52| 20.64 | 21.45| 22.50 |Book Value per sh 25.50

1744 1741 1768 19467 1977] 20.13] 2224 2256 2286 ] 24857] 2509 ] 2523 | 2523 | 2559 | 2594 ] 2755 27.75| 28.00 |Common Shs Outstg €| 29.00

98| 102] 281| 270 129 130| 129| 17| 144 267| 145[ 124 | 128| 172 158 16.7 | Bold fighres are |Avg AnnTPIE Rafio 14.5
T4 J6{ 179 164 76 85 86 13 83| 139 83 81 66 M 90 89| VaiuelLine Relative P/E Ratio .95

69%| 6.7%] 59% | 57% | 52% | 55% | 57% | 52% | 48% | 45% | 50% | 56% | 51% | 45% | 46%| 4.2% estiates Avg Ann’l Div'd Yield 4.1%
CAPITAL STRUCTURE as of 9/30/05 356.3 | 380.3 | 361.8 | 416.7 | 4558 | 5321 | 650.3 | 6414 | 611.3( 707.6 900 950 {Revenues ($mill) 1100
Total Debt $602.0 mill. Due in 5 Yrs $160.0 mill. 381] 468| 431 27.3| 49| 478| 502 | 438 | 460| 506 59.5| 630 |NetProfit ($mill) 80.0
I';mlloggtsﬁiizl:g‘z‘g/ﬂ.debsrlt’i:::%ﬁﬂ;izghmmhv 36.8% | 36.9% | 32.9% | 31.0% | 35.4% | 35.9% | 354% | 34.9% | 33.7% | 34.4% | 35.0% | 35.0% |Income Tax Rate 35.0%
into 50.25 com. shs, at $19.00. o o | 107% | 123% | 11.9% | 66% | 99% | 90% | 7.7% | 68% | 75% | 7% | 66% | 6.6% [NetProfitMargin 1.3%
(Total interest coverage: 3.2x) 435% | 41.4% | 46.0% | 45.0% | 46.0% | 45.1% | 43.0% | 47.6% | 49.7% | 46.0% | 45.5% | 45.0% [Long-Term DebtRatio | 46.0%

50.3% | 52.8% | 49.0% | 50.6% | 49.9% | 50.9% | 53.2% | 51.5% | 50.3% | 54.0% | 54.5% | 55.0% |Common Equity Ratio 54.0%

Pension Assets-12/04 $168.3 mil. Oblig. $205.4 6433 | 6574 | 7480 8156 | 8615 | 887.8 | 880.5 | 937.3 | 1006.6 | 10525 | 1100 | 1150 |Total Capital (§mill) 1360

glfl:'ll.Slock None 697.2 | 74531 827.5| 8947 | 8959 | 934.0 | 965.0 | 995.6 | 1205.9 | 13184 | 1350 | 1400 |Net Plant ($mill} 1625
77% | 89% | 74% ) 50% | 68% | 67% [ 69% | 59% { 57%| 59% | 7.0% | 7.0% [Retum on Total Cap'l 8.0%

Common Stock 27,549,733 shs. 105% | 121% | 10.7% | 61% | 9.7% | 9.8% | 100% | 89% | 91% | 89% | 10.0% | 10.5% |Return on Shr. Equity 10.5%
as of 10/31/05 109% 0 127% 1 110% | 60% | 99% {100% (102% | 85% | 90% ! 89% | 10.0% | 10.5% |Retum on Com Equity 10.5%
MARKET CAP $350 million (Small Cap) 30% | 50% | 36% | NMF| 28% | 31% | 35% | 19% | 26%| 27% | 45%| 4.5% |RetainedtoComEq 4.5%
CUI(?}ELNE POSITION 2003 2004 9/30/05 | 74% | 63% | 70% | 118% | 74% | 70% | 67% | 79% 2% | 69% | 62%.| 62% |AlDiv'ds to Net Prof 60%
Cash Assets 4.7 5. 3.4 | BUSINESS: Northwest Natural Gas Co. (doing business as NW rights on Northwest Pipeline system to bring gas to market. Owns
Other _194.8 2318 _201.8 | Natural) distributes natural gas at retail to 90 communities, 596,000 local underground storage. Rev. breakdown: resident! & comml,
Current Assets 1995 2371 205.2 | cystomers, in Oregon (96% of revs.) and in southwest Washington  84%; ind., 10%; transport. and other, 6%. Employs 1,291. Has abt
Accts Payable 86.0 1025  B1.7| gtate. Principal cities served: Portland and Eugene, OR; Vancouver, 9,200 com. shrhidrs. Insiders own about 1% of com. (4/05 proxy).
83?;,.0“ 2%% 11;’2 ggg WA. Service area population: 2.4 mill. (77% in OR). Company buys  CEO: Mark S. Dodson. Inc.: OR. Addr.: 220 NW 2nd Ave., Portland,
Current Liab. 3144 7673 215:5 gas supply from Canadian and U.S. producers; has transportation  OR 97209. Telephone: 503-226-4211. Web: www.nwnatural.com.
Fx. Chg. Cov. 280% 316% NMF | Northwest Natural’s third-quarter the 12 months ended September 30th, and
ANNUAL RATES  Past Past Est'd’02-°04| loss was about as expected, despite a they should contribute to the bottom line
of change {persh}  10¥rs. 5 Vrs, '°'°°":2 considerable increase in revenues and cost in 2006. The storage business will likely
Revenues » 10k 80%  I8% | of gas. Gross profit rose about $5 million, add a few cents a share. too. Importantly,
Earnings 25% 30% 80% | due largely to price hikes, as residential, Northwest had bought most of its gas for
Dividends 10% 10% 45% | commercial, and firm industrial gas the current heating season by August 1st;
Book Value 40% 35% 45% | yolumes were virtually unchanged from that should limit the average increase in

Cal- QUARTERLYREVENUES(SmIIl) Full | the prior-year period. Profits from inter- residential bills to around 15%, which is
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | state gas storage contributed $0.06 a share well below the national average forecast
2002 (2786 1019 787 1822 | 6414 in 2005, due to the completion of the South increase. As a result, we do not expect in-
2003 {2065 1175 695 2178 | 611.3| Mist Pipeline Extension, compared with dustrial gas volumes to suffer.

2004 12545 1097 814 2620 1 7076} $0.02 in 2004. Notably, bad debt expense Earnings will probably grow slightly
2005 3087 1537 1067 330.9 | 900 | remnained at a low level of half a percent of faster than the industry average.
2006 1350 175 125 300 |90 | revenues, despite higher gas bills. During Northwest has raised its customer count

cal- EARNINGS PER SHARE A Ful | the September quarter, the Oregon Public at more than 3% per year for 19 years, and
endar |Mar31 Jun30 Sep.30 Decd1| Year [ Utility Commission renewed the compa- we see no reason why that should change.

2002 | 132 d13 d26 .68 | 1682| ny's “conservation” tariff for another four The company has enough good new cus-
2008 | 101 A7 d25 83 | 176) years and raised its coverage from 90% to tomer prospects (on or near its mains) to
2004 | 124 d03 d30 95 | 186] 100% of residential and commercial potentially raise its count by over 40%.
2005 | 143 04 d31 99 | 215] yolumes. The mechanism largely And NWN has borrowing capacity to fund
2006 | 1.50 .02 _d31 104 | 225 decouples earnings from gas volumes sold.  acquisitions, should a neighboring utility

Cal- | QUARTERLYDMDENDSPADE= | Ful | We look for a more normal share-net come on the market.
endar |Mar.31 Jun30 Sep.30 Dec.31]| Year| gain over the next year. Northwest's These top-quality shares have some
2001 | .31 3 3 315 | 1.25| weather adjustment rate mechanism appeal to conservative accounts at
2002 | 315 35 315 315 | 126( (WARM) added $0.18 a share to first- their recent price. The stock is down
2003 ( 315 315 315 325 | 127| quarter 2005 earnings, so we do not antici- from its recent high, and we think annual
2004 | 325 325 325 325 | 130| pate a similar gain in 2006. But the com- dividend hikes will continue.

005 | 325 325 325 345 pany added 3.4% more gas customers in Sigourney B. Romaine December 16, 2005
(A) Diluted eammgs per share. Excludes non- | mid-May, mid-August, and mid-November. Company'’s Financial Strength A
recurring gain: ‘98, $0.15; ‘00, $0.11. Next [ @ Div'd reinvestment plan available. Stock’s Price Stability 100

{C) In millions, adjusted for stock spiit. Price Growth Persistence 55

eamings report due early Febmary
(B) Dividends historically paid in mid-February,
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PEOPLES ENERGY NYSE-PaL PRICE 36.44 RATIO 15-6(Median: 14.0 /| PIE RATIO 0-85 YLO 6-0 0
High:| 321 320 374| 399 40.1| 403| 469 | 446 404 | 453 460| 455 i
TMEUNESS B Lweesmios | 1O ) 34| 329) 3041 29| 91| 93| 23| 45| 93| £3) 8L &3 Target Price Range
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BETA .85 (1.00 = Market) Options: Yes i 64
™ Z008-10 PROJECT;\O—NIsTt | e — ] . I 8
nn’ T [ O ittty |00 |0 e egeeees
Price  Gain  Retum T o o T bt L 2
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Insider Decisions 2
JFMAMUJ JAS s 16
wBy 001000000
Gpfiors 02 0000000 s DO ey 12
WSl 030000000 - e % TOT. RETURN 11/05 |_8
Institutional Decisions = | THIS  VLARTH. |
102005 202005 302005 il STOCK INDEX
108 94 94 05| orcent 12 = T . - 1y, 453 104 [
o S 73 79 66 | traded 4 Il ) ] [ L T 3y, 148 748 [
Hids{0o} 19746 22022 21808 il i Sy. 117 811
1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 {1998 | 1999 | 2000 | 2001 [2002 | 2003 | 2004 | 2005 | 2006 | © VALUE LINE PUB, INC. ] 85-10
3642 | 3563 3369| 3154 36.09| 3670| 2060 ( 3429 | 3634 | 32.28 | 3366 | 40.16 | 6413 | 41.81 | 58.28 | 59.90 | 68.40| 7250 [Revenuespersh A 88.55
392| 374| 373| 367 385| 399| 368| 498| 492 444| 474 558 | 584 | 559 | 58| 532| 520| 555|“Cash Flow” persh 715
230| 207| 205| 206 211 | 213| 178| 29| 281 225| 238| 271 | 316| 280 | 287| 218| 226| 2.40 |Eamings persh B 3.10
158 165| 71| 176| 1.78| 1.80| 80| 182 187| 19 195 200 | 204! 207 | 212] 216f 218| 220 |Div'dsDecldpersh Cw| 232
415 348 310 340 377 250 275 245| 255§ 405 645 702 752 566 | 510 502| 445 475 |Cap'l Spending per sh 6.55
16.20| 1661 16.95| 17.72] 18.02| 18.39| 1838 | 1949 | 2043 | 21.03 | 21.66 | 2202 | 2276 | 2274 | 2311 | 23.06 | 21.05| 21.45 |Book Value persh P 25.85
3262 | 3270( 3276 34.77| 3488 | 3487| 3491] 3496 [ 3507 3526 | 3549 | 3530 | 3540 | 3546 | 3669 | 36.69| 38.00| 38.00 [Common Shs Outsfg E | 35.00
79 12] 18] 131 150 133 7] 107 127 162] 155 121 1231 133 134 191 18.9 Avg Ann'l PIE Ratio 1.0
60 83 15 79 89 87 98 87 13 kS 88 .18 63 13 J6| 102 89 Relative P/E Ratio 1.15
84% | 71%| 7.0% | 65% | 56% | 63% | 69% | 57% | 52% | 52% | 53% | 6.4% | 52% | 55% | 55% | 52% | 51% Avg Ann'l Div'd Yield 4.4%
CAPITAL STRUCTURE as of 6/30/05 10334 | 1198.7 [ 1274.4 | 1138.1 | 1194.4 | 1417.5 | 2270.2 | 1482.5 | 21384 | 2260.2 | 2599.6 | 2755 |Revenues ($mill) A 3100
! . ! 622 1034 | 984 | 794 | 848 951 1117 | 993 1039| 816| 862 90.0 |NetProfit ($mil) 110
Total Debt §912.3 mill. Duein 5 Yrs $315.0mil. \=3730 157 65% | 364% | 36.2% | 3.9% | 3.1% | 354% | 38.2% | 36.3% | 31.7% | 34% | 36.0% |income Tax Rate 35.5%
LT Debt $897.1 mill. LT Interest $50.0 mill. 6.0% 8.6% 1.7% 7.0% 1% 6.8% 4.9% 6.7% 4.9% 3.6% 3.3% 3.3% [Net Profit Margin 3.5%
(Total interest coverage: 4.7x) 49.2% | 43.6% | 424% | 41.1% | 40.4% | 35.1% | 44.4% | 40.7% | 46.7% | 50.8% | 52.8% | 52.0% [Long-Term Debt Ratio 49.5%
. ) 50.8% | 56.4% | 57.6% | 58.9% | 59.6% | 64.9% | 55.6% | 59.3% | 53.3% [ 49.2% | 47.2% | 48.0% |Common Equity Ratio 50.5%
Pension Assets-0/04 $544.9 mill. ! 1263.6 | 1208.3 | 12435 | 1258.0 | 1290.5 [ 1196.7 [ 1449.8 | 1360.3 | 1502.3 [ 1767.5 | 1695.7 [ 1705 [Total Capital ($miff) 1795
Pid Stock None Oblig. $515.8 mil. 13731 | 1381.1 | 14022 | 1446.7 | 1519.8 | 1645.3 | 17539 | 17739 | 18382 | 1904.2 | 1947.3 | 2000 | Net Plant ($mili 2105
70% | 103% | 95% | 7.8% | 80% | 95% | 93% | 84% | 81% | 60% | 66% | 6.5% [Retun on Total Cap’t 7.5%
Common Stock 38,139,661 shs. 97% | 15.2% | 13.7% | 10.7% | 11.0% | 124% | 13.9% | 12.3% | 12.3% | 94% { 10.8% | 71.0% |Return on Shr. Equity 120%
as of 7/29/05 9.7% | 15.2% | 13.7% | 10.7% | 11.0% | 124% | 13.9% | 12.3% | 12.3% | 94% | 10.8% | 11.0% |Return on Com Equity 12.0%
MARKET CAP: $1.4 billion (Mid Cap) NMF | 59% 1 47% | 17% | 21% [ 34% | 50% | 3.3% | 34% 2% 4% | 1.0% |Retained to Com Eq 3.0%
CUI(!&?&'I; POSITION 2003 2004 6/30/05 | 101% | 61% | 66% | B84% | 81% [ 73% | 64% | 73% 73% ] 97% | 96% | 93% |AllDivids to Net Prof 74%
Cash Assets 33.0 21.1  100.0 | BUSINESS: Peoples Energy Corporation distributes natural gas via  Purchased gas costs and revenue taxes accounted for 67% of gas
Other 4571 _831.3 5099 its utiity subsidiaries, Peoples Gas Light & Coke Co. (approx. revenues in fiscal '04. Depreciation rate: 3.5%. Est'd plant age: 10
Current Assets 4901 5524  609.9| 1,000,000 customers at 9/30/04) and North Shore Gas Co. years. Has 2,400 employees, 20,988 shareholders. Directors own
(150,000), in Chicago and northeastern illinois. Fiscal 2004 volume: 1% of common (1/05 Proxy). Chairman and CEO: Thomas M.
Sg%t‘s&agable gggg 1ggg 1?23 229 bill. cu. ft.: residential, 51%; commercial, 9%; industrial, 2%; Patrick. Inc.: Ilinois. Address: 130 East Randolph Drive, Chicago,
Other 1561 335.8 392.4 | other, 38%. Main supplier is Natural Gas Pipeline Co. of America. IL 60601. Telephone: 312-240-4000. Internet: www.pecorp.com.
Current Liab. 5006 5361 5711\ pigeal 2005 (ended September 30th) gram, in addition to well performance is-
Fix. Chg, Cov. 259% _304% - ?’SS,A’ was not the best year for Peoples En- sues, pipeline curtailments, and equip-
nggﬁ'zpmﬁfs 1';13: 5"?;‘ ES:D",O%'O“ ergy. For the full year, operating results ment downtime. Peoples’ production seg-
Revenues 50% 10.0% 90% | for the core gas distribution business were ment was again overly hedged in the Sep-
;‘ECash Flow” gg‘;//o g.g://., ;.g'}j negatively impacted by an 5% decline in tember quarter and suffered $7.7 million
armnings 2% Q% 0% | gas deliveries, to 218 billion cubic feet. in mark-to-market losses.
gg&ﬂe\'}g‘e{,e ;g:f: %g:/z ;jg:ﬁ This resulted in a $7 million dip in operat- We have lowered our share earnings
Fiscal RVRE T Fa| ing income for the division. Deliveries fell estimate for fiscal 2006 by $0.30, to
Year QUARTERLY REVENUES {§ mill) Fiscal| due to a combination of warmer weather, $2.40. This is near the upper end of man-
Dec3! Mar31 Jun30 Sep30 P

Ends - : . P98| Year | |gwer average use per customer, and a agement’s reduced target range. The full

2002 377-3 522-2 U7 2351 1‘1‘82-5 decrease in customer count. Indeed, weight of rate relief and the expiration of

gggi 2839 gg% igﬂ %g;? gzggg weather for the year was 9% warmer than profit-crimping hedges may not help until

g y y y ‘e | normal and 4% warmer than last year. fiscal 2007. At this level of earnings, the

;ggg 5324 ;(13329 2229 3;24 gggge Higher pension and bad debt expenses company’s payout ratio stands dangerous-

Flscal EARNINGS PER SHARE A® ran | didn’t help matters either. We believe that ly close to 95%, a level we feel is un-

Year | - 21 Mar31 Jun30 Sep.30| Fiscal bad debt expenses and conservation could sustainable over the long haul. This leads

;’)‘6’; T E 3 %‘5 V;;a prove worse than management presently us to wonder whether dividend increases

: . . : - | anticipates this fiscal year, which will will be slow to come in the future. Non
gggi gg Hg %?, d'g‘; :%% depress earnings. Peoples is filing rate core operations have not been enough to

005 | 77 137 18 d06 | 226| c@ses this January for its two utilities, cover the faltering gas distribution busi-

2006 | 79 138 22 .01 | 240| seeking a total of $90-115 million that ness. That said, we believe the dividend is

would become effective at the beginning of safe for now, though we expect manage-

Cal- | QUARTERLYDMIDENOSPAD °» | Ful | 2007, Meanwhile & 5 ment might chooség to halt I()]uarterly fi;n-

endar \Mar31 Jun30 Sep.30 Dec31} Year| o qyction in the Oil and Gas seg- creases, or keep them to one-half cent per

001 (.5 & 5 8 203! ment continues to fall. Overall prod- share, rather than the one cent gains

gggg 2;13 g§ g% gg 3(1’; uction declined nearly 12% in fiscal 2005. shareholders were used to in the past.

2004 | B4 B4 54 54 216 Management once again cited ongoing tim- Peoples stock is untimely.

2005 | 545 GA5 545 545 | ing delays with the company’s drilling pro- Edward Plank December 16, 2005
(A) Fiscal year ends Sept. 30th. (C) Dividends historically paid mid-January, $74.0 mill., $1.96/sh. Company’s Financial Strength A
(B) Basic eamings per share. Excludes acct’g | April, July, October. ® Dividend reinvestment | (E) In millions. Stoclk’s Price Stability 85
gainsi(losses): '89, $0.30; 99, $0.22; '00, plan available. {F) Earnings don't sum due to change in Price Growth Persistence 45

($0.27). Next eamings report due late Jan.

© 2005, Value tine Publishing, Inc. Al rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of a
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This { i iber’s own, non-
of it may be reproduced, resold, stored or transmitted in any printed, electronic of other form, or used for generating or marketing any printed or electronic publication, service or product.

(D) Includes deferred charges. At 9/30/04:

shares outstanding.

Earnings Predictability 80
To subscribe call 1-800-833-0046.
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RECENT PE Trailing: 16.0'}| RELATIVE DIvVD 0/
SOUTH JERSEY INDS. wyse.ss [ 29.32 R 15.1 Gk ) o 0.82% 3.2%
mHeNess 3 rsoans | o] '29) 18] w23l jaaf wedl i) i31) U9l 3] B3| B3| & Target Price Range
SAFETY 2 towredidyl | LEGENDS
= 1.03 x Dividends p sh
TECHNICAL 3 Lowered 55 diided by neref R 80
BETA 65 (1.00=Market) 2ior1 sl og C¢ rengh ; 2-{ox 60
" Iy 50
7008-10 PROJECTIONS | CBoons: N0 nclcates M 20
Al Totlll—— 171 —71 -~ | | | | &1 | | | | [ =<
) Price  Gain  Retum STty 30
High 35 (+20%; 8% %
Low 25 (-15% Nil e LT P 20
Insider Decisions I 15
JEMAM I JAS| b B I
o Buy oooooo11o"'/‘"‘fll\\l._.7..4w—vr 10
o gi38ggse sl 1 s
Institutional Decisions %TOH;EU Ru:m’:
" STOCK INDEX
S | Perent 6 T ' Iy, 153 104 [
toSall 51 35 82| yaded 2 SN T 3y 975 746 [
Higs{ooe) 12752 15608 12984 duliut Sy 1408 811
1989 ; 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 [2000 |2001 [2002 [ 2003 [2004 | 2005 | 2006 | © VALUE LINE PUB,, INC. [ 08-10
1527 1440 1510| 16.67 | 17.03| 1745| 1650 | 1652 | 16.18 | 2089 | 17.60 | 2243 | 3530 | 20.69 | 2634 | 29.51| 31.35| 3275 [Revenues persh 36.45
150f 134| 137 156 154f 135| 165 154| 1.60| 144 84| 195| 190 | 242 | 224| 244| 275| 295 |“CashFiow” persh 3.30
83 67 54 .81 .18 81 83 85 .86 84| 101 108 | 115 122 137 158 1.87| 200 |Eamings pershA 220
.68 70 N Rl 12 12 72 12 12 72 72 RE) T4 15 78 82 .86 .93 |Div'ds Decl’d per shBw 1.10
2211 21| 217( te9| 187] 193] 208 201 2301 306 219 221 | 282 347 236 267| 320| 3.80 [Cap'l Spending per sh 325
674| 679| 677| 695| 747| 723| 734| 803) 643 623| 674| 725| 781 | 967 | 11.26| 1241 | 13.65| 15.10 |Book Value per shC 18.90
1696 18.06| 1848 | 19.00 | 1961 | 2143 2144 | 2451 [ 2154 [ 2156 | 2230 | 23.00 | 2372 | 2441 | 2646 | 27.76| 28.70 | 29.00 [Common Shs Outstg® | 31.00
1191 136] 145 132 158] 161 22| B3| 18| 212 133 130| 136 135 133 741 Boid fighres are |Avg Ann'l PIE Ratio 14.0
80 101 83 .80 83 1.06 82 83 80 110 .76 85 70 T4 .76 RE) Value|Line Relative P/E Ratio 95
69%| 7.7%| 76%| 66%| 59% | 74% | 72% | 64% | 61% | 53% | 54% | 5.2% | 47% | 46% | 43%| 3% estinjates Avg Ann’} Div'd Yield 3.6%
CAPITAL STRUCTURE as of 9/30/05 3538 | 3555| 3486 | 4502 | 3925 | 5159 | 837.3 | 5051 | 696.8 | 819.1 900 950 |Revenues ($milt) 1130
Total Debt $392.9 mill. Due in 5 Yrs $58.5 mifl, 1781 185| 184 138| 220| 247 | 268 | 294 | 346 430 53.0| 580 |NetProfit ($mill) 70.0
LT Debt 3101 mil. LV interest S205mil. I3 4% [T65% | %8% | 46.2% | &28% | 3.1% | 420% | 414% | 40.6% | 40.9% | 40.5% | 40.5% Income Tax Rate 40.5%
(Totalinterest coverage: 5.0x) 50% | 52% | 53% | 34% | 56% | 48% | 32% | 58% | 50%| 52% | 59% | 6.1% |NetProfitMargin 6.2%
514% | 46.1% | 54.6% | 57.3% | 53.8% | 54.1% | 57.0% | 53.6% | 50.8% | 48.7% | 49.0% | 49.0% |Long-Term Debt Ratio 48.0%
Pension Assets-12/04 $107.5 mill. 47.9% | 53.2% | 35.8% | 33.5% | 37.0% | 37.6% | 35.9% | 46.1% | 49.0% [ 51.0% | 51.0% | 51.0% |Common Equity Ratio 52.0%
Oblig. $100.5mifl. |""3284'[ 324.8 [ 387.1 | 4011 | 4058 | 4435 | 5162 | 5125 | 6084 | 6750 770 850 |Total Capital (Smill} 1135
Pfd Stock none 4227 4238 | 4565 | 5043 | 5333 | 5622 | 607.0 | 666.6 | 748.3| 799.9| 860 | 940 NetPlant (Smill 1120
Common Stock 28,703,549 common sh. T8% | T9% | 6T% | 53% | 4% | T4% | 68% | 76% | 73% | 79% | 8.0% | 80% RetimonTotal Capl | 7.0%
(as of 11/8/05) 11.2% | 10.5% | 10.5% | 8.4% | 11.7% | 12.1% | 12.1% | 124% | 11.5% | 12.4% | 13.5% | 13.0% [Return on Sht. Equity 11.5%
11.2% | 106% | 13.3% | 10.3% | 14.6% | 14.8% | 12.8% | 12.5% | 11.6% | 12.5% | 13.5% | 13.0% [Return on Com Equity 11.5%
MARKET CAP: $850 million (Small Cap) 14% | 16% | 21% | NMF | 42% | 48% | 35% | 47% | 50% | 59% | 7.0% | 7.0% |Retained to ComEq 6.0%
CURsl}ﬁ-lf POSITION 2003 2004 9/30/05 | 83% | B85% | 84% | 112% | 72% | 61% | 76% | 62% 51% | 52% | 47% | 47% |All Divids to Net Prof 51%
Cash Assets 44 5.3 6.7 | BUSINESS: South Jersey Industries, Inc. is a holding company. Its  10%; transportion, including off-system sales and gas marketing,
Other _2614 2786 _287.8| subsidiary, South Jersey Gas Co., distributes natural gas to 54%; off-system, 4%; cogeneration & power generation, 1%. Has
Current Assets 2658 2839  294.51 344,000 customers in New Jersey's southern counties, which cover 643 employees. Offs./dirs. cntrl. 1.4% of com. shares; Dimensional
Accts Payable 803 1188 1367 | 2500 square miles and include Atlantic City. Principal suppliers in-  Fund Advisors, 7.4% (3/05 proxy). Chrmn. & CEO: Edward Gra-
Bfﬁérnue 1;8} ggg 1;’%2 clude Transcontinental Gas Pipeline and Columbia Gas Pipefine. ham. Incorp.: NJ, Address: 1 South Jersey Plaza, Rte. 54, Folsom,
Current Liab. 3685 2853 3230 | ©as revenue mix '04: residential, 31%; commercial and industrial, NJ 08037. Telephone: 609-561-9000. Web: www.sjindustries.com.
Fix. Chg. Cov. 378% 427% 445% | South Jersey Industries is on pace for 43% above last year’s tally. The Marina
ANNUAL RATES Past Past Estd’'02-04 another good year in 2005. It reported Energy unit should experience additional
ofchange (persh)  10¥rs.  5¥rs. 00810 | earnings of $37.1 million over the first growth in the next few years, thanks to ex-
Revenues o Jo% &% | nine months, up nearly 30% from the year- pansion projects under way. This includes
Earnings 65% 10.5% 80% | ago period. These results were driven by the development of a landfill gas-to-
Dividends :11‘(5):2 15:7 5~0:§= strong profits at the company’s utility seg- electric power generation facility in War-
Book Value . 5% 95% | ment, along with an expanding nonregu- ren Country, along with the expansion of
Cal- | QUARTERLYREVENUES(Smil} | Fun | lated division (discussed below). Over the its Atlantic City thermal electric plant to
endar [Mar31 Jun30 Sep.30 Dec3f| Year| Jast 12 months, South Jersey Gas added support the scheduled 500,000-square-foot
2002 {1770 842 691 1748 | 5051 | 9,068 customers, representing a near 3% expansion at the Borgata Hotel Casino &
2003 12799 1062 901 2206 | 69%.8| growth rate, well above the national aver- Spa. Profits from appliance services should
2004 13076 1365 1205 2455 [ 8191] age Coupled with a strong housing mar- rise, too, as penetration in the residential
2005 3285 1540 1570 260.5 { 900 | ket in South Jersey, profits in this unit market is expanded and service in the
2006 [340 170 165 275 | 950 | likely expand at a nice pace over the commercial market is initiated.
cal- EARNINGS PER SHAREA Full | 2008-2010 period. The company has implemented an
endar |Mar31 Jun.30 Sep.30 Dec31| Year | The company expects to make sig- early retirement program. This would
2002 | 8 03 d14 50 | 122} nificant additions to its reserves for provide South Jersey with significant fu-
2003 | 92 08 d07 44| 1371 bad debt. This is due to the projected ture cost savings in the payroll, healthcare
204 ) 9 45 02 80 | 158| high natural gas prices this winter, which benefits, and pension areas.
2005 9% 27 09 55| 187| \541d result in higher heating bills, and South Jersey is a good-quality equity.
2006 | 100 .30 .13 .57 | 200| ype )ikelihood of customers being unable to However, its dividend yield is below that
Cal- | QUARTERLYDIVIDENDSPAD® | Full | afford these costs. South Jersey will take of the average natural gas distributor cov-
endar |Mar31 Jun.30 Sep30 Dec.31| Year | measures to promote budget billing op- ered in The Value Line Investment Survey.
2001 ( 182 185 185 185 74! tions and low-income assistance programs. Over the 3- to 5-year pull, we look for con-
2002 | 185 188 188 .38 94| South Jersey is experiencing solid tinued growth in the customer base, ex-
2003 | -- 193 193 385 8| growth from its nonregulated pansion in the nonutility sector, and
2004 4 - %?g 202 '215 82| Businesses. So far this year, the segment above-average dividend increases.
05 | -- : 23 438 has contributed $12 million to earnings, Evan I Blatter December 16, 2005

{A) Based on avg. shs. Excl. nonrecur. gain: |03,
'01, $0.13. Excl gain (losses) from discont.

ops.: '96, $1.14;°97, ($0.24); '98, ($0.26); '99,
(;0.02); '00, ($0.04); "01, ($0.02); '02, ($0.04);

© 2005, Value Line Publishing, Inc. Al fi
THE PUBLISHER IS NOT RESPONSIBLE

($0.09); '05, ($0.01). Excl. gain due to
9/30/05, $2.65 per shr.

%hts reserved. Factual material is obtained from sources believed to be reliable and is provided without

OR ANY ERRORS OR OMISSIONS HEREIN. This

late Dec. w Div. reinvest. plan avail. (2% disc.).
acct'g change: '93, $0.04; '01, $0.14. Next egs. | (C) Incl. regulatory assets ($76.2 mill.): at
report due late January.
(B) Dividends paid early Apr., Jul., Oct, and (D) In miliions, adjusted for spiit.

dpublica{ion is strictly for subscriber’s own, non-commercial, internal use.
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

Company’s Financial Strength B+
Stock’s Price Stability 100
Price Growth Persistence 90

Earnings Predictability 85
warranties of any kind.

" To subscribe call 1-800-833-0046.
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RECENT Trailing: 16.6 DIVD 3 0/
SOUTHWEST GAS NYSE-swx PRICE 26.65 RATIO 17 5(Medlan 200) PIE RATIO 0 95 YLD -1 0
TMEINESS 3 Raedarons | o] 1941 184] e8] 202] 2697 28l 2301 207[ 283 BT 22 21 Target Price Range
SAFETY 3 Lonered 141 LEGENDS 20082009 2010
- interest R 80
TECHNICAL 3 Lovred 05 | | dinded by vl Rate o
BETA .80 (1.00 = Market) oguhaded .......... %
2008-10 PROJECTIONS 2res indcates s
AmiTotall T [ | TV VT T TR
~ Price Gain Retum Ty wi'p %g
i 5 eled A Y S e T L e S :
Insider Decisions NILLLLY 1T BT [l —— ] o 15
JFMAMJIIJAS] ]
By 001010000 10
optons 001114057 . [
foseh_00 4137005 7"y %TOT. RETURN T1/05 [~
Institutional Decisions [ uniene] Toor,, foorebe oot e, THIS VL ARITH.
102005 202005  3Q2005 e 113"t Ll . STOCK  INDEX
to Buy 66 69 72| oeeent €7 il : T ty. 84 104 [
o Sel 45 45 46 | raded 2 3y, 334 746 [
Hids(000) 22540 22886 26079 Sy. 634 811
1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | © VALUE LINE PUB,, INC. ] 03-10
25711 2590| 2499| 2593| 2568 28.16| 23.03| 2409 2673 | 3017 | 3024 | 3261 | 4298 | 3968 | 3596 | 40.14 | 44.10 | 46.15 |Revenues persh A 47.00
410 396 153| 334| 324| 509| 265| 300| 385| 448 | 445( 457 | 479| 507 511 557 | 540| 5.85|“Cash Flow” per sh 7.00
215 184 d.76 81 63| 122 10 .25 a7 1.65 127 1.21 115 116 113 1.66 140 |  1.65 |Eamings per sh AB 245
139 140 .88 .70 4 80 82 82 82 .82 82 B2 82 82 82 .82 .82 .82 | Div'ds Decl’d per sh Cm .82
567| 506] 376f 502| 543| 664 679 819 619 640] 741 704 | 817| 850 703 823 6.40 | 640 |Cap'l Spending per sh 6.25
1730 | 1763] 1588 | 1599{ 1596 | 16.38| 14.55| 1420 | 14.09 | 1567 | 16.31 | 16.82 | 17.27 | 17.91 | 1842 | 19.18| 19.95| 20.75 |Book Value per sh 2345
1932] 20041 2080 | 20601 21.00 | 2128 2447| 2673 27.39 | 3041 | 3099 | 31.71 | 3249 | 33.29 | 3423 | 36.79| 39.00 | 39.00 [Common Shs Outstyg O | 41.50
9
85 8.7 -- 16.6 265 1401 NMF| NMF 24.1 132 211 16.0 19.0 19.9 19.2 14.3 | Bold figres are |Avg Ann’l PIE Ratio 18.0
64 65 -1 10 1.57 92| NMF| NMF 1.39 69 120 104 971 1.09 1.09 .76 Value|Line Relative P/E Ratio 1.20
76%| 89%| 70%) 52% ) 44% | 47% | 54% | A7% | 44% | 3.8% | 31% | 4.2% | 38% | 36% | 38%| 35% estinates Avg Ann'l Div'd Yield 1.9%
CAPITAL STRUCTURE as of 9/30/05 5635 | 6441 7320 | 917.3 | 9369 [ 1034.1 | 1396.7 | 1320.9 | 1231.0 | 1477.1 | 1720 | 1800 |Revenues {$mill) A 1950
Total Debt $1358.2 mil. Due in 5 Yrs $505.0 mill 27 66| 208| 475| 393| 383| 3372| 386 385| 5891 550 650 |NetProfit ($mill) 100
otal Del .. 3 | 5 0; 0, 0,
LT Debt $1249.2 mil. LT Interest $80.0 mil. 24, g ;v 37.1:/n 2!2! 2://; 42.;% 35.5% 223:;:: 34.5% 32.8://: 30.?:/; 34.8% 3:3 ez 3:.0:A I;co'l:let;l'a'); Rat_e 31.0%
(Total inerest coverage: 1.9%) S% | 0% | 28% | 52% | 42% | 37% | 27% | 29% | 3% | 40%| 3. .5% |Net Profit Margin 52%
65.2% | 60.2% | 63.6% | 60.2% | 60.3% | 60.2% | 56.2% | 62.5% | 66.0% | 64.2% | 61.5% | 60.5% {Long-Term Debt Ratio 56.0%
Pension Assets-12/04 $242.2 mill. . 34.8% | 344% | 31.5% | 35.3% | 35.5% | 35.8% | 39.6% | 34.1% | 34.0% | 35.8% | 38.5% | 39.5% |Common Equity Ratio 44.0%
Oblig. $319.4 mil. 1024.0 | 1104.8 | 12247 | 1349.3 | 1424.7 [ 1480.9 | 14176 | 1748.3 | 18516 | 1968.6 | 2030 | 2060 | Total Capital ($mill) & 2225
PHd Stock None 1137.8 | 1278.5 | 1360.3 | 14594 | 1581.1 | 1686.1 | 1825.6 | 19795 | 2175.7 | 2336.0 | 2535 2720 |Net Plant ($mill) 3295
27% | 28% | 39% | 58% | 48% | 46% | 51% | 43% | 42% | 50% | 45% | 5.0% [Retum on Total Cap't 6.5%
Common Stock 39,124,126 shs. Th| 15% | 47% | 89% | 7.0% | 65% | 60% | 59% | 61% | 83% | 7.0% | 8.0% [Retum on Shr. Equity 10.5%
(as of 11/1/05) J% | 17% | 54% | 10.0% | 7.8% | 7.2% | 6.6% | 65% | 61% | 83% | 7.0% | 8.0% [Retum on Com Equity 10.5%
. -~ . NMF | NMF [ NMF | 5.0% | 28% | 24% | 19% | 19% | 17%| 43% | 3.0% | 4.0% |RetainedtoComEq 1.0%
"SRK:: TC:P $1.0 billion (Mid Cap) | NME | NME | 07% | SO% | 6% | 6% | 7% | TO% | T2 | 49% | 8% | 49% |ANDivdstoNetProf 4%
¢ r((sﬁu_[_) OSITION 2003 2004 9130008 BUSINESS: Southwest Gas Corporation is a regulated gas distrib-  sets from Arizona Public Service in 1984. Sold PriMerit Bank (acq.
Cash Assets 17.2 13.6 16.9 | utor serving approx. 1.6 million customers in sections of Arizona, in '86) in 7/96. Has about 2,550 employees, 22,990 shareholders.
er 2639 4184 2811 | Nevada, and California. ‘04 margin mix: resid. and small commer-  Officers & Directors own 1.8% of common (6/05 Proxy). Chairman.:
Current Assets 2811 4320 298.0 | cjal, 83%; large commercial and industrial, 4%; transportation, 13%. Thomas Y. Martley. CEO: Jeffrey W. Shaw. Incorporated: CA. Ad-
SC%“SS ayable 1,1531 12‘33 1%8 Annual volume: 2.2 billion therms. Principal suppliers: El Paso Nat-  dress: 5241 Spring Mountain Rd., P.O. Box 98510, Las Vegas, NV
O?her ue 1419 1873 1827 | ural Gas Co. and Northwest Pipeline Corp. Acquired gas utility as-  89193-8510. Telephone: 702-876-7237. Internet: www.swgas.com.
Current Liab. 3104 4830 3903 | Southwest Gas had a stronger-than- ods and away from peak winter periods
Fix. Chg. Cov. 182% 166% 183% | expected third-quarter. Share loss of that depend on cold weather, which would

ANNUAL RATES Past

Past Est'd '02-04

$0.43, was above our estimate of $0.55,

reduce SWX’s exposure to potentially

gg\‘g‘gﬁg’;’s“) 1“’%'% 5;’3'% '°2?35",2 and a solid improvement over last year. warmer-than-normal temperatures. A de-
“Cash Flow” 30% 45% 60% | The company is finally beginning to see cision is expected in early 2006.
Earnings 4.0;% 1.5% 10.5% the results of its rate case initiatives bear During the last twelve months, South-
Em‘(e\?glie 124 40% ;gé’ fruit. Indeed, rate relief in Nevada and west added a record 79,000 customers.
h — —~ | California, coupled with an incremental $4 Typically, this pace of customer growth,
Cal- | QUARTERLYREVENUES(Smill) | Ful [ million in gross margin from customer ad- while impressive, has been a doubled-
endar |Mar31 Jun30 Sep.30 Dec.31| Year | ditions, accounted for the improvement. edged sword for the company, given the
2002 14995 2611 2239 3364 13209 | The company is awaiting a rate-case implicit costs associated with such rapid
2003 14033 2558 2202 3517 |12310 | decision in Arizona, which would expansion, but the improved rate structure
2004 14734 2787 2645 4605 14774 mitigate the impact of weather on earn- is helping to ease the burden.
gggg gggg 332)1 3;33 2%7 ;;gg ings and allow the company to recover its Southwest shares are not a standout.
higher costs—all of which should benefit The company’s balance sheet remains fair-
Cal- EARNINGS PER SHARE ® & Full | earnings going forward. Importantly, with- ly highly leveraged, and higher interest
endar |Mar31 Jun30 Sep.30 Dec.31| Yesr! ot the change in rate design, we think rates have raised the cost of SWX's
002 | 114 d35  d49 86 | 1.16| that Southwest's return on equity will con- variable-rate debt. Plus, since dividend
2003 | 76 d12 451 100 | 1131 ginpe to lag that of its peers. We suspect payments have not expanded in almost a
gggg 1;3 ggg gig 11%3 ;gg that Southwest will receive at least half of decade, SWX shares are not all that ap-
2006 | 100 dor da5 117 | 15| the $70.8 million it is seeking from the pealing as an income vehicle. At about 3%,
. - - - —1 Arizona Corporation Commission (ACC). the dividend yield remains decent, but we
Cal- | QUARTERLYDIVIDENDSPAIDCs | Full | The proposed rate increase includes com- think investors may want to look else-
endar |Mar31 Jun.30 Sep30 Dec.31| Year) ngnents designed to more closely tie the where for now. While we feel that the util-
2001 | 205 205 205 205 82 company’s revenues to the fixed costs in- ity is showing signs of stabilizing earnings,
2002 | 205 205 205 206 | 82/ curred in providing service. One proposed a favorable award from the ACC is key to
2003 | 265 205 205 205 82} enhancement to the rate schedule is to the long-term story here.
_%ggg ggg ggg ggg ggg 82| shift more revenue into lower-usage peri- FEdward Plank December 16, 2005
(A) Incl. income for PriMerit Bank on the equity 8¢, 97, 16¢ '02, (10¢). Incl. asset writedown: | June, September, December. Company’s Financial Strength B
basis through 1994. 6, 9¢; '93, 44¢. Excl. loss from disc. ops.: '95, = Divd reinvest. ptan avail. (D) In millions. Stock’s Price Stability 95
(B) Based on avg. shares outstand. thru. '96, 75¢ Next egs. report due fate January. (E) Quarters may not sum due to change in Price Growth Persistence 55
then diluted. Excl. nonrec. gains (losses): 83, | (C) Dividends historically paid early March, shares outstanding. Earnings Predictability 65

@ 2005, Value Line Publishing, Inc. Al rights reserved. Factual material is obtained from sources beneved to be reliable and IS prowded without warranties of a # kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This jon is stricy for oW, non-c ey e To subscribe call 1-800-333-0046.
of it may be reproduced, resold, stored of transmitted in any printed, electronic or other form, or used for generaung or marketing any pnnted or electronic publication, service or product.
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By 00000000 0fuun ; 10
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Institutional Decisions B TR ST 'R . THIS  VLARTH.
102005 202005  3Q2005 Lt L X X | il ol N ST0CK  INDEX |
o 9 98 g7 oeent 8 1 —— i1 A AR 1IN Ty, 47 104 [
tom 62 63 65 | traded 2 foad IR 3yr. 50.9 7486 |
Hids00) 26169 27756 27169 I S5y. 384 811
1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 2001 [ 2002 | 2003 | 2004 [ 2005 [ 2006 [ © VALUE LINE PUB., INC. ] 08-10
1952 18.75| 17.50 1837 2155| 2169 1930( 2219 2416 | 2374 | 2092 | 2219 | 2080 | 3263 | 4245 4293 | 4489 | 46.70 |Revenves persh A 5400
203 217| 204| 217 225| 243| 25| 293 302| 279 274| 320] 324 263) 400| 387| 400| 400 [“Cash Flow” persh 470
122 126 144] 127] 131] 142} 145 185 185] 154| 147| 179 188) 114| 230| 198| 211| 1.90 |Eamingspersh B 240
87| 101 105 107 109 ML 12| 14| 147] 1200 122 124 126 127| 128] 130| 132| 1.34|DividsDecPdpersh ©s | 143
300 238| 205| 217 243| 284| 263| 285| 320| 362| 342| 267 | 268| 334 | 265| 233 255| 4.10|Cap’Spending persh 755
986 | 1047[ 963| 10.66| 1104 1151| 1195] 1279 1348 | 1386 | 1472 1531 1624 | 1578 | 1625| 16.95| 17.80| 18.65 |Book Value persh D 2.75
3B70| 3923| 3980| 4062| 4150 4219| 4203 4370 | 43.70 | 4384 | 4647 | 4647 | 4854 | 4856 | 48563 | 4867 | 48.70 | 48.70 |Common Shs Outstg €| 48.80
06| 117 28] 136| 156] 10| 27| T5[ 127] 172| 173| 16| 7| BI| Wi] 42| 148 Avg Ann'TPE Ratio 40
80| 87 &2 82 82| 92| 5] 72 73] 9] 99| 95| 75| 16| 63} 75| 77 Relative PIE Ratio 85
75%| 69%| 72%| 62% | 53% | 56%| 61% | 54% | 50% | 45% | 48% | 48% | 46% | 48% | 50%| 48% | 4.2% Avg Ann'I Div'd Yield 43%
CAPITAL STRUCTURE as of 9/30/05 | 8287 9698 [ 10558 | 10406 | 9721 | 1031.1 | 1446.5 | 1584.8 | 2064.2 | 20896 | 21863 | 2275 Revenues ($mill) A 2635
Total Debt $675.2 mill. Duein5Yrs $330.0mill. | gpg| 816| 820| 666 688| 846 | 899 | 557 | 1123| 980 1048 | 98.0 |NetProfit (Smilf 120
:—LTT'?;‘(;L*;B:;“;"("'!- . h';:t;'l"lz{:fe'sf‘;gfe g'"é, 374% | 37T.7% | 36.9% | 35.6% | 36.0% | 36.1% | 396% | 34.0% | 38.0% | 38.2% | 38.0% | 38.0% |Income Tax Rate 38.0%
454 - ge: 76% | 84% | 78% | 66% | 7% | 82% | 62% | 35% | 54% | 47% | 48% | 4.3% |NetProfit Margin 4.6%
Pension Assets-0/04 $683.1 mill. 378% | 37.6% | 41.1% | 40.3% | 41.5% | 43.1% | 4.1% | 45.7% | 43.8% | 40.9% | 3B.8% | 38.0% |Long-Term DebtRatio | 37.0%
_oblig. $655.8 mill. | 58.9% | 50.4% | 56.2% | 57.1% | 56.1% | 548% | 56.3% | 524% | 54.3% | 57.0% | 504% | 60.5% |Common Equity Ratio | 61.0%
Preferred Stock $28.2 mill. Pfd Div'd $1.3 mil. 870.6 | 9411 | 1049.0 | 10648 | 12185 | 12992 | 14008 | 14625 | 14549 | 144356 | 1507.7 | 1555 |Total Capital (mill) 1780
1056.1 | 11306 | 1247.1 | 1319.5 | 1402.7 | 1460.3 | 1519.7 | 1606.8 | 1874.9 | 1915.6 | 1969.7 | 2120 |Net Plant ($mil) 2495
Common Stock 48,704,000 shs. B7% | 101% | 93% | 80% | 74% | 79% | 79% | 53% | 91% | 82% | 70% | 65% [Retum onTotal Capl | 7.0%
MARKET CAP: $1.5 billion (Mid Cap) 11.6% | 13.9% | 13.3% | 10.8% | 9.7% | 11.4% | 11.0% | 7.0% | 13.7% | 11.5% | 11.5% | 10.5% |Return on Shr. Equity 10.5%

12.0% | 144% | 13.7% | 11.1% | 9.9% [ 11.7% | 11.2% | 7.2% | 14.0% | 11.7% | 11.5% | 10.5% |Return on Com Equity 11.0%
28% | 56% } 51% | 25% | 1.8% [ 3.7% | 38% | NMF | 62% | 41% | 45% | 3.5% (RetainedtoCom Eq 4.5%
CUI(!&?LNLT) POSITION 2003 2004 9/30/05 | 77%  ©62% | 63% | 78% | 82% | 69% | 67% | 192% | 56% | 65% | 63% | 67% |AllDiv'dstoNetProf 60%

Cash Assets 4. 6.6 4.8 | BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas vides energy related products in the D.C. metro area, Wash. Gas
ther 4044 4263 4762 | Light, a natural gas distributor in Washington, D.C. and adjacent Energy Sys. designsfinstalls comm’l heating, ventifating, and air
Current Assets 4089 4329  481.0 | areas of VA. and MD. to resident! and comm users (1,012,105 cond. systems. Has 1,914 employees. Off/dir. own less than 1% of
Accts Payable 1427 1790 2049 | meters). Hampshire Gas, a federally regulated sub., operates an the common stock (1/05 proxy). Chairman & CEO: J.H. DeGraffen-
8?'?ér0ue 152 1392 1?2—,(5) underground gas-storage facility in WV. Non-regulated subs.. reidt. Inc.: D.C. and VA. Address: 1100 H St., N.W., Washington,
Current Liab. 3861 4129 4714 | Wash. Gas Energy Svcs. sells and delivers natural gas and pro- D.C. 20080. Tel.: 202-624-6410. Interet: www.wglholdings.com.
Fix. Chg. Cov. 487% 449% 460% | WGL's fourth-quarter results (ended ues to anticipate adding 25,000-30,000

ANNUAL RATES  Past Past Estd'02-04| September 30th) were better than new customers per year. This represents a
of change (per sh) szg% SYs. 0’060 | normal. This was due to higher profits in 2.7% annual growth rate, nearly twice the

Revenues 8% % 25% | the nonregulated division, which reduced national average.

Earnings 30% 20% 50% | the typical seasonal losses experienced in The company’s nonregulated business

B&ﬁe\'xﬁie 1-8:? ;1(5,3?’ 285? the September period. Too, Maryland's continues to expand. For fiscal 2005,
B o 3 {] g 0

- weather normalization program now pro- the unit posted earnings of $16 million,
Fiscal | QUARTERLY REVENUES (S mill)jA | Full | vides the company protection against reve- nearly 93% above the year-ago period. The
Ends |Dec31 Mar31 Jun30 Sep30| vear | nue variations due to changes in usage results comprised $22.3 million from the
2002 | 4171 5648 3142 288715848 caused by weather deviations and conser- retail energy marketing segment, offset by
2003 | 5600 8514 3732 2799 |20842| vatism among customers. For 2006, WGL a $3.9 million loss in the heating, ventilat-
2004 | 5853 8622 3569 285.2 20896 is targeting capital expenditures of about ing, and air-conditioning segment (HVAC)
2005 | 6241 9315 3466 2841 21863| §200 million, a sharp increase over the and a $2.4 million loss in its other activ-
2006 | 645 935 385 310 |25 | §124 million in the previous year. This is ities. Despite the HVAC shortfall, WGL

F\i,igg' EARNINGS PER SHARE A B Fﬁ;“':'al due to costs associated with the rehabilita- will continue to operate the segment. The
Ends |Dec3! Mar31 Jun30 Sep30| Year | tion occurring in the Prince George's unit has value, since it is close to breaking
2002 66 109 d14 d47| 114] County service area, along with the con- even and would cost more to shut down.
2003 | 110 161 d05 d36| 230| struction of an LNG peaking plant. Moreover, the primary driver of the earn-
2004 | 81 162 d08 d37| 19| The company’s service area is located ings advance in the marketing segment

2005 88 18 d17 48| 2Ul;, one of the fastest-growing utility was due to higher gross margins in the
2006 87 154 d14_d37 | 18] markets in the countr)g'. Due tgo the ag sale of natural gas. 8 &

Cal- | QUARTERLYDIVIDENDSPADC® | Full | fluence of the region, higher gas prices will Though the stock is untimely,

endar |Mar31 Jun.30 Sep.30 Dec31| Year| continue to represent a small portion of income-oriented investors may find it
2001 | .31 315 315 315 [ 126 the total income for many of these individ- appealing. WGL has increased its divi-
2002 | 315 318 318 318 1.27| uals. Therefore, Washington Gas will like- dend for 29 consecutive years, and we ex-

2003 (318 32 32 032 128 1y experience less of an increase in bad pect the streak to continue. The current
2004 32 325 325 325 | 130 debt expense compared to other gas dis- yield is a respectable 4.4%.
2005 | 325 33 3B 3, tributors. Long-term, the company contin- Evan I Blatter December 16, 2005

(A) Beginning 1989, fiscal years end Sept. | Next eamings report due fate January. (D) Includes deferred charges and intangibles. | Company’s Financial Strength A
30th, (C) Dividends historically paid early February, | '04: $156.5 million, $3.22/sh. Stock’s Price Stability 100
(B) Based on diluted shares. Excludes non- | May, August, and November. = Dividend rein- | (E) In millions, adjusted for stock split. Price Growth Persistence 80
recurming losses: ‘01, (13¢); '02, (34¢). vestment plan available. Earnings Predictability 60

© 2005, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any Kind. -
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AMERICAN STSWTR CO  AWER ivsey

American States is a public utifity company engaged principally in thepurchase, production, distribution and sale of

Page 1 of 2

Scotirade .

Sponsorad by

water. The company alsodistributes slectricity in some communities. In the customer service areas for both water
and electric, rates and operations are subject 1o the jurisdiction of the California Public Utiliies Commission,

Ganeral Information
AMER STATES WTR
630 East Foothill Boulpvard
San Dimag, CA 81773
Phone: 809 384-3600
Fax: 808 3040711
Waeb: www.aswater.com
Emait investorinfoaswater.com

sty UTILWATER
Bector: Utilities

Fiscal Year End December
Last Reported Quarter 12/31105

Negt FPS Date Q371672006

Price and Volums Information

Zacks Rank 2
Yestorday's Close 33.02
52 Week High 34 06
52 Woek Low 2495
Bels .00
20 Day Moving Average 82,0885
Target Prive Consensus a5

% Price Change
4 Week

12 Week

YTD

Zhare Information

Shares Oulstanding
{millions}

Muarket Capitalization
{milliong}

Short Interest {(shares)
Short Ratio

Last Spit Date

EPFS information

Current Guarter EPS Consensus Estimate

Current Year EPS Consensus Estimate
Estimated Long-Term EPS Growth Rate

hup//www zacks.com/research/print.php?type=repori&t=AWR

583
5.39
7.21

16.79

554,41

658,081
13.07
DB/10/2002

0.21
1.08
6.00

[AKR] J0-Uay Closing Prices

% Price Change Relative to $&P 500

4 Week 5.86
12 Weoek 2.20
YD .44
Dividend Information
Dividend Yield 273%
Annual Dividend $0.90
Payout Ratin 0.00
Change in Payout Ratio 0.00
Last Dividend Payout 7 Amount 1116/2005 1 50.22
Consensus Recommendations
Current {1=Strong Buy, 5=8trong Self) 300
30 Days Ago 3.00
50 Days Ago 300

272172006
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Next EPS Report Date 03/16/2006 490 Days Ago 3.00
Fundamental Ralios
PIE EPS Growth Sales Growth
Current FY Estimate; 22.85 vs. Pravious Yeur -3.62% vs. Previous Year -1.29%
Trailing 12 Months: 2847 vs, Previous Quarter 38.24% vs. Previcus Quarier 12.52%
PEG Ratio 3.81
Price Ratios ROE ROA
Price/Book 219 12/3105 - 1213105 -
Pace/Cash Flow 22.80 09/30/08 7.88 09/30:/05 237
Price / Sales - OB/30/05 797 06130105 243
Gurrent Ratio (auick Ratio Operating Margin
1233405 ~ 12131105 - 42305 -
J9/30405 0.54  04/30/05 0.53 09730408 8.50
OB/30/5 0.54 08/30/05 .52 06/30/05 847
MNet Margin Pre«Tax Margin Book Valug
123GE - 123105 ~ 123105 -
Q973605 - OR/30/05 - 0913005 15.66
DBI3008 ~ OBI30/05 ~ OB/30/05 15,15
inventory Turnover Dabtto-Equity Debt to Captial
1203105 ~ 1213108 - 23105 -
D9/30/05 ~ (E30H05 DBY 0u30/05 45.53
OB/3048 - (3005 0.40 06/30/08 47 .35
http:/Awww. zacks.com/research/print.php2type=report&t=AWR 2/21/2006
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CALIFORNIA WTR SVC GROUP  CWT iNvsE) Ceeee i Seotirade’

California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irigation
uses, and for fire protection. it also provides water related services under agreements with municipalities and other
private companies. The nonregulated services include full water system operation, and billing and meter reading
services.

General Information
CALIF WATER 8V
1720 North First Strest
San Jose, CA 95112
Phone: 408 367-8200
Fax: 408 437-9185
Welby www . calwater.com
Email: Klichtenberg@calwater.com

sy UTIL WATER
Sactor; Utilities

Fiscal Year End December
Last Reported Quarter 12/31105

MNMext EPS Date 04726/20086

Price and Volume Information

Zacks Rank 4 » o LERT] 40-Doy Cloging Prices | .. sy 43 0
Yesterday's Close 42.53
52 Waeek High 42.53
52 Week Low 32.64
Beta 0.11
20 Gay Moving Average 39,030
Target Price Consensus 41
% Price Change % Price Change Relative to S&P 500
4 Week 8.5¢ 4 Waek 5.62
12 Week 18,36 12 Week 12.84
YT 11.28  ¥YTD 3.21
j Bhare Information Oividend Information
Shares Outstanding 18.39 Oividend Yield 2.70%
| ia;miimm? ; Annual Dividend $1.15
Aarket Capitalization vt 3k .
(millions) 78213 Payoul ??aixz} " .00
Short interest {sharas) 580,388 Change in Payout Ratio 0.00
Short Ratio 18,00 LastDividend Payout/ Amount 11032005 7 80.28

Last Split Date (01/26/1698

EPS information Congsensus Recommendations
Current Guarter EPS Consensus Estimate 0.12 Current {(1=Strong Buy, S=8tong Sel) 240
Current Year EPS Consansus Estimate 1.649 20 Days Ago 25D

((((((( i 272172006




Zacks.com Page 2 of 2
Estimated Long-Term EPS Growth Rate 8.00 80 Days Ago 2.50
Mext £PS Repod Date 04/26/20086 90 Days Ago 2.50
Fundamental Ratios
PIE EPS Growth Sales Growth
Current FY Estimate; 25.14 vs. Previous Year 50.00% vs. Previous Year 12.20%
Trailing 12 Months: 3018 vs. Previous Quarter <54 93% vs. Previous Quarter: «23.03%
PEG Ratip 279
Price Ratios ROE ROA
Price/Book 268 1213105 841 12/3105 2.80
Price/Cash Flow 13.98 09/30/05 8.74 OW30/45 2862
Price / Sales 2.44 08/30/05 7.86 06/30/05 240

Currert Ratio Chiick Ratio Operating Margin

1273105 (.74 121314065 0.68 123108 849
09/30/05 (.92 06/30/05 0.87 093008 8.05
GB30/05 0.85 06/30/05 0.80 0B/30/05 740

Net Margin Fre-Tax Margin Book Value

12731405 14.72 12731405 14.72 12/3106 1598
08/30/05 13.43 08/30/05 1343 09/30/05 1589
OBI30/05 12.22 06/30/05 . 12.22 0830105 15.64

inventory Turnover Debt-to-Equity Dabt to Captial

12731405 30,02 1273105 0.893 1273108 47 96
09730/05 12.855 09/30/08 0.83 0005 4789
QB30/06 2004 08730/05 0.96 06/30/05 48.71
http:/iwww . zacks.com/research/print.php?type=report&i=CWT 22172006
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SOUTHWEST WTR CO  SWWC (NASDAD) ST Seottrade

Southwest Water Company provides a broad range of utility and utility management services and serves people
from coast to coast. Through its various subsidiaries, Southwest operates and manages water and wastewater
treatrment facilities along with providing utifity submetering and billing and collection services.

Ganeral Information
SOUTHWEST WATER
624 South Grand Avanue
Suite 2800
‘ Los Angeles, CA 80017-3782
| Phone: 213 929-1800
Fax: 213 528-1888
Wat: www.southwestwater.com
Email: swwe@swwe.com

UTIL-WATER
Industry SPLY
Sector Litilities
Fiscal Year Erd December
Last Reported Quarter 12731705
Next EPS Date 03/14/2006

Price and VYolums Information

LERUCTY Do-Day Cloxing Prices

Zucks Rank 3 I i
Yesterday's Close 16.28 \ f,/fw 16.9
52 Week High 16.28 \\/\ s
; 1
52 Week Low 9.43 P W’mxx // «
Beta 0.31 ‘ | %‘“\m\‘% o 1500
20 Day Moving Average 100,828 - " .5
Targst Price Consensus 12.38 : .
§1-23-3% [Ty
% Price Change % Price Change Relative to S&P 500
4 Wesk 89.04 4 Week 8407 .
12 Week 2227 12 Week 18.57
Y10 1377  ¥TD 247
Share Information Dividend Information
Shares Outstanding 54 53 Dividend Yield 1.35%
(millions) 7 Annual Dividend $0.22
| Jarket Capitalization e veen '
| iﬁgﬁégw}“ ’ 35048 Payout Ratio (.00
Short Interest {shares} 1,084,866 Change in Payout Ratio .00
Short Ratio 41 14 LastDividend Payout/ Amount 1262812005 / 50.05
Last 8ot Date 1212712002

EPS Information Consensus Recommendations
Current Guarter EPS Consensus Egtimate 0.08 Current (1=8trong Buy, S=5trong Sei) 2.00
Current Year EPS Consensus Fatimate (.36 30 Days Ago 2.00

http://www.zacks.com/research/print.php?type=repornt&t=SWwWC 272172006
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Estimated Long-Term EPS Growth Rate
MNext EPS Report Date

550 60 Days Ago
(03/14/2006 90 Days Ago

Fundamental Batios

PIE EPS Growth Sales Growth
Current FY Estimate: 36.56 vs. Previous Year 21.15% vs. Previous Year
Traifing 12 Months: §3.31 vs. Previous Quarter 0.00% vs. Previous Quarien
PEG Ratio 6.85

Price Raties ROE ROA

Price/Book 283 12/3105 « 423105
Price/Cash Flow 2408 09730105 4.26 09/30/08

Price / Sales - OB3005 3.80 06/30/05

Current Ratio Quick Ratio Operating Margin
1213108 « YEHI05 - 423005
08/30/05 1.33 09/30:05 1.33 08730405
08/30/08 1.62 06/30/105 162 06730105

Het Margin Pre-Tax Margin Book Value
12/31405 ~ 1213105 ~ 1273105
(8/30/05 413 08730/05 418 08/30/05
QB3G5 370 08430105 370 0B30G5E

inventory Turnover Debt-to-Equity Debt to Captial
1273105 - 12131405 - 12131405
$9/30/05 2481 0930105 0.94 08730/05
06/30/05 24 83 GB/30/05 1.02 0830/05
http://www zacks.com/research/print.php?type=report&t=SWW(C

Page 2 of 2

2.00
2.60

-0.64%
6.60%

1.30
1.47

270
238

6.39
507

48 44
50.41

272172006
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AQUA AMERICA INC WTR (NYSE) SR Scotirade

Agua America is the largest publicly-traded U.S.-based water utility serving residents in Pennsylvania, Ohio, lHinois,
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and
Kentucky. The company has been committed to the preservalion and improvement of the environment throughout its
history, which spans more than 100 years.

General Information

AQLIA AMER INC

762 W. Lancaster Avenue

Beyn Mawr, PA 16010-3488

Phone: 610 5278000

Fax: 810 519-0880

Web: www.aguaamerica.com

Emaill investorrelations@aquaamerica.com

Industry UTIL-WATER SPLY
Sector: {tilities

Fiscal Year End December

Last Reported Quarter 12/31/05

Next EPS Date 03/09/2006

Price angd Volume Information

CHTRT 3%-Duy Clesing Prices S— A

Zacks Rank 2 oo
Yosierday's Close 27 87 ;\ 8.5
52 Wesk High 2897 2844
52 Waeek Low 17.79 N /\_\ -
Beta 0.00 v 3 \ 1 v
20 Day Moving Average 380,700 L 5 “\% 7 i;:
Target Price Consensus 21.78 1 7.2
T Vg e i
% Price Change % Price Change Relative 10 S&P 500
4 Waok -1.58 4 Week -1.56
12 Waoek 542 12 Wesek 222
YT 208 YD ~4.04
Share information Dividend Information
32’%@{% Outstanding 128 67 Dividend Yield 1.53%
tmiions) Annual Dividend $0.43
rifons cpratizaton 3,566.12 Payout Ratio 0.00
Short Interest (shares) 6,207,324 Change in Payout Ratio 0.00
Short Ratio 1547 Last Dividend Payout/ Amount 111572008 7 80,11
Last Split Dats 12/0372001
EPS information Consensus Recommendations
Current Quarter EPS Consensus Estimate 0.18 Current (1=Strong Buy, 5=8trong Sell) 243
Currant Yaar EPS Consensus Egtimate 0.72 30 Days Ago 2.43
Egtimated Long-Term ERS Growth Rate 9,30 80 Days Ago 243

hitp://www.zacks.com/research/print.php?type=report&t=WTR 272172006
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Next EFS Report Date

Fundamental Rating

P/E

Current FY Estmate;
Traifing 12 Months:
PEG Ratio

Price Ratios
Price/Book
Price/Cash Fiow
Price / Sales

Current Ratio
1213105
CRI30H05
(6/30/05

Net Margin
{25
8/30:05
06/305
Inventory Turnover
12031405
L3005
G HES

34.89
38.71
3.77

4.71
2541

0.29
0.36

30.80
30.50

0.00
0.00

03/08/2008 90 Days Ago

EPS Growth
vs. Previous Year
v, Pravious Quarler

ROE
12/31/05
09130405
O6730/05

Guick Ratio
12131405
GW/3005
08/30/08

Pre-Tax Margin
12131405
ORIB0G/05
G6/30/05
Debt-to-Equity
12131705
O9/30/05
0BI30/05

11.54%
26.05%

1105
11.83

0.36
0.32

30.80
30.50

1.10
1.08

Sales Growth
w5, Provious Year

ws, Pravious Quarter:

ROA

12/31/058

09/30/05

08730406
Operating Margin
12131705

08/30/05

06/30/05

Book Value
1213105
09/30/05
OB30/05

Debt to Captial
1213108
09/30G/405
06/30/08

Page 2 of 2

2.43

13.70%
11.12%

3.78
3.71

18.70
18.84

8.09
8.05

52.32
52.24

272172006
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CABCADE NAT GAS CORP GO pivsy) »
Cascade Natural Gas Corporation's principal business is the distribution of natural gas.

Generad Information
CASCADE NAT GAS

222 Fairview Avenue North
Seallle, WA 98108

Bhone: 200 624-30040

Fax: 206 824.721%

Web: www.ongoe.com

Email: investorinfo@oenge.com

industry UTIL-GAS DISTR
Seactor: Utilities

Fiscal Year End September

Last Reported Quarter 12734105

Next EPS Date 04720/2008

Price and Volume Information

LCGEI 30mDay Closing Prices |

Snonsorad by smﬂmw

Page 1 of 2

Zacks Rank 4 j:*i”
28
Yestorday's Close 20.18 T
52 Week High 22.75 29, 5%
52 Wesk Low 18.49 {1990
19,85
Beta .09 .70
20 Day Moving Average 51,625 w0 18,66
Target Price Congensus N/A 19.59
% Price Change % Price Change Relative to S&P 500
4 Weuok . 254 4 wWeek 2.57
12 Week -3.83 12 Week -3.84
YT 348 YTD .52
Share Information Dividend Information
Shargs Quistanding 1144 Uividend Yield 4.75%
(millions) ’ Annual Dividend $0.96
Market Capitalization oo ’
(millions) 23089 Pavout f?éﬁi{} o 1.03
Shrort Interest {shares) 280,721 Change in Payout Ratio 0.10
Short Ratio 8.49 bastDividend Payout / Amount 0172712006 7 $0 .24
Last Split Date 12/2411993
EPFS nformation Consensus Recommendations
Current Quarter £EPS Consensus Estimate 0.60 Current {1=8trong Buy, 5=Strong Sell 3.00
Currert Year EPE Consansus Estimale 1.01 30 Days Ago 3.00
Estimated Long-Term EPS Growth Rate 6.00 60 Days Ago 3.00
Next EPS Report Date Q4/20/2008 90 Days Ago 3.060

Fundamenial Batios

2/2172006
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PiE EPS Growth Bales Growth
Cagrent FY Estimate: 18.89 vs. Previous Yeer 11.11%  vs. Previous Year 51.84%
Trailing 12 Months: 21.71 vs. Previous Quatter 318.75% vs. Previous Quarter 231.44%
FEG Ratio 3.33
Price Ratios ROE ROA
Price/Book 194 12/3405 B.5B 1213105 2.10
Price/Cash Flow §.92 089/30/058 7.88 08/30/056 208
Price / Salss Q.61 06/30/05 840 0O6/30/705 2385
Current Ratio Guick Ratio Operating Margin
1213105 0.99 12/31405 0.93 12731405 2.80
DO/30/05 1.00 09/30/08 Q.90 09/30/08 2.99
OG/30/05 0.91 0873005 0.73 08/30/05 3.25
Net Margin Pre-Tax Margin Book Value
12731405 4.52 1231405 4.52 12/31/05 10.88
O8/30/05 4.55 08/30/05 4.55 09/30/08 1042
08430405 519 06/30/05 519 06/30/05 11.02
inventory Turnover PDebt-to-Equity Debt to Captial
12/3105 28.68 1213105 1.33 12/31/058 57.12
QGI30/05 20.585 0W30/05 147 0B/30105 58.44
OB0A05 20,40 08/30/05 1.27 08/30/05 5594
http://www . zacks.com/research/print.php?type=report&t=CGC 212172006
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KEYSPAN CORP KSE (NvsE) S srd Scotlrade

KeySpan Corporation provides a range of energy-related services through operations and investments in selected
areas of the energy industry. The Company engages in four core downstream businesses: natural gas distribution,
Electric Services, Energy Services and Energy invesiments. It also competes in two additional fines of business: gas
explorationand production and select energy-related invesiments,

General Information

KEYSPAN CORP

175 East Old Country Road

Hicksville, NY 11801

Phone: 518 75586850

Fax: -

Webh: www . keyspanenergy.com

Email: boardotdirectors@keyspanenergy.com.

industry UTIL-GAS DISTR
Sactor: Utilities

Figoal Year End December

Last Reported Quarter  12/31/05

Next EPS Date (272412006

Price and Volume Information

[KEED 39Dy Llosing Prices

Zacks Rank 2 T
Yesterday's Close 40.41
52 Week High 40,89
52 Week Low 33.03
Betan 0.33
20 Day Moving Average 758,500 =
Target Price Consensus 36.53 {)w{f \MWW
71
% Price Change % Price Change Relative to S&P 500
4 Wesk 13.38 4 Wesk 13.42
12 Wask 18.85 12 Week 1525
YTD 1323 YTD ' 0.70
Share Information Dividend Information
Shares Outstanding 174 36 Dividend Yieid 4 50%
gm;iizﬁnsg o Annual Dividend $1.86
i“iﬁg{‘j{zgap’m’*m“’“ 7.045.93 Payout Ratio 0.00
Short Interest {shares) 5,753.008 Change in Payout Ratio 8.00
Short Ratio §.44 Last Dividend Payout / Amount 01410720067 50.47
Last Split Date 07/24/1993
EFS imformation Lonsensus Recommendalions
Currant Quarter EPS Consensus Estimate 0.69 Current (1=8trong Buy, $=8trong Sell) 2.78
Current Year EPS Consensus Estimate 2.37 30 Days Ago 2.78
Estimated Long-Term ERS Growth Rate 3.10 60 Days Ago 2.80

http//www.zacks.com/research/print. php?type=repori&t=KSE 272172006
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Next EPS Repod Date

Fundamental Ratios

PIE

Current FY Estimate;
Traifing 12 Months:
PEG Ratllo

Price Ratios
Price/Book
Price/Cash Flow
Price / Sales

Current Ratio
12/31/05
00/30/08
08/30/05

Net Margin
12731105

(0/30/05

06/30/05

inventory Yurnover
1273108

08/30/05

0630405

16.85
16.54
5.39

1.67
6.47

1.73
1.70

13.21
11.40

5.15
8.19

0272472008 80 Days Ago

E£PS Growth

vs. Provious Year
vs. Previous Quarter

ROE
12/31/05
(09/30/05
06/30/05

Quick Ratio
12/31/05
OB/30A08
0B/30/05

Pro-Tax Margin
12/31708
DB/30/05
08/30/05
Debt-to-Equity
12/31/08
O%/30/08
DB/30/65

1,200.00%
30.00%

10.16
10.08

1.21
125

13.21
11.40

089
0.87

hitp/iwww zacks.com/research/print.php 2type=report&t=KSE

Sales Growth
vs. Provious Year

vs. Previous Quarter;

ROA
12731705
06/30/05
06/30/05

Operating Margin
12131705
09/30/5
06730/05

Book Value
1213105
(873005
OBII0IGS

Debt to Captial
1213105
08730/05
0B130/05

2.80

24 05%
-2.83%

LW
B
& o

6.10
6.03

2547
27.74

47.25
48.70

2/2172000
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PROFIT FROM THE PRO S
Zacks.com Quotes and Research

LACLEDE GROUP INC LG (NvSE) S A Seottrade

The Laclede Group, Inc. is a public ulility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject o the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis,
$8t. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Frankiin, Jefferson, St.
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri.

General information

LACLEDE GRP INC

720 Clive Street

8t Louis, MO 63101

Phune: 314-342.0500

Fax: -

Web: www.thelacledegroup.com

Email: investorservices@lacledegas.com

tndustry UTIL-GAS DISTR
Sector: Utilities

Fiscal Year End September

Last Reported Quarter 12431405

Next EPS Date (4727120086

Price antd Volume Information

Zacks Rank 4 [ B3 3] Séuﬂwvﬁlosing F‘«-img sy 5o
Yesterday's Close 33.30 3.8

52 Week High 33.99 //— 3.0

52 Week Low 27.37 P B e

Beta 0.15 / P

20 Day Moving Average 73,500 s

Target Price Consensus 38 » o0

' Lo T

% Price Change % Price Change Helative to §&P 500

4 Week 1063 4 Week 10.66
12 Week 1148 12 Week 811
Y10 1400 YD §.52
Share Information Dividend information
Shfﬁ:eﬁss Cutstanding 2495 Dividend Yield 4.14%
(miions) Annuat Dividend §1.38
Zj;;i‘g; gwmi*mm 707.69 Payout Ratio 0.59
Short Interest (shares) 644,764 Change in Payout Ratio -0.25
Short Ratio 12.45 Last Dividend Payout / Amount 1210872005 7 %0 .34
Last Split Date 03/08/1684

EPS Information Consensus Recommendations
Currant Quarter ERE Consensus Estimate 1.12 Current {1=S8trong Buy, S=5trong Sell) 233
Current Year ERS Consensus Estimate 227 30 Days Ago 2.33
Estimated Long-Term ERS Growth Rate - 80 Days Ago 2.33

http://www zacks.com/research/print.php2type=report&t=1.G 272172006
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Next £PS Report Date 04/27/2008 90 Days Ago 2.33
Fundamenta) Ratlios
PIE EPS Growth Sales Growth
Current FY Estimate: 1548 vs. Previous Year 55 F0% vs. Previous Year 55.76%
Traifing 12 Months: 14.23 vs, Previous Quarter 812.50% vs. Pravious Quarter: 158.46%
PEG Ratio -

Price Ratios ROE ROA
Price/Book 1.82 12/31405 13.02 1273108 3.57
Price/Cash Flow 10.55 09/30/05 10689 06/30/05 3.00
Price / Sales 0.38 08/30/5 1087 06/30/05 am
Current Ratio Quick Ratio Operating Margin
1273105 1.01 1203105 0.73 123105 2.69
OB730/05 116 09/30/05 0.66 093015 2.51
O6/30/5 1.08 06/30/05 .78 0B/30/05 2.58
Net Margin Pre-Tax Margin Book Value
1213105 401 1231068 4,01 12731405 18.47
G9/30/05 3.81 09/30/05 3.81 083005 17.33
OB730/05 388 08/30/05 3.88 08730/05 18.20
Inventory Turnover Debt-to-Equity i Debt to Captial
1273105 12.21 123145 {087 1231705 46,48
030704 10.84 08/30/05 0.93 09/30/05 48,09
BBION0E 11.07 O6/80/05 0.89 06/30:/05 46 62
http://www . zacks.com/research/print.php?type=repornt&t=LG 2/21/20006
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A PROFIT FROM THE PROS

Zacks.com Guotes and Research

Page 1 of 2

NORTHWEST NAT GAS CO  NWN (Nvse; SRS Scotlrade 37 Trad

NW Natural is principally engaged in the distribution of natural gas. The Oregon Public Utility Commission {OPUC)
has aliocated to NW Natural as its exclusive service area a major portion of westemn Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights o serve portions of three Washington counties bordering the Columbia River,

General formation
NORTHWEST NAT G
220 MW, Second Avenue
Portland, OR 97208
Phona: 503 226-4211
Fax: 503 273-4824
Web: www.nwnatural.com
Email investorinformation@nwnatural.com

indusiry UTIL-GAS DISTR
Sectorn Litilities

Fiscal Year End December

Last Reported Quarter 12731705

Next BEPS Date 04/28/2008

Price and Volume information

i i DNNND $0-Doy Closing Prices |
Zacks Rank o |

2.8
Yesterday's Close 3398 3.5
52 Week High 39.50 .1
52 Week Low 33.75 3.8
Beta 0.06 350
20 Day Moving Average 121,875 48
Target Price Consensus 38.75 -0

% Price Change

% Price Change Relative to S&P 500

4 Week 543 4 Week -5.40
12 Week -1.82 12 Week 479
YTh 358 ¥YTD -2 87
Share Information Dividend Information
Shares Outstanding 27 5g Dividend Yield 4.08%
;ﬁz&mni - Annual Dividend §1.38
arket Capilalization . .
(millions) 8936.15 Payout ?*iiat;a ( 04.00
Shart Interest (shares) 1,085,795 Changein Payout Ratio 0.00
Short Ratio 10,11 Last Dividend Payout/ Amount  01/27/2006 / 50.34
Last Split Date 08/08/1948
ERPS Information Consensus Recommeandations
Current Qiuarter EPS Consensus Fstimate 150 Current (1=3trong Buy, 5=8tong Sefl) 2.00
Current Year EPS Consensus Estimate 2.24 30 Days Ago 2.00

http://www.zacks.com/research/print.php 2ty pe=report&t=NWN

272172006
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Estimated Long-Term EPS Growth Rate
Next EPS Report Date

5.30 60 Days Ago
04/28/2006 90 Days Ago

Fundamental Ratios

PIE EPS Growth Sales Growth
Current FY Estimate: 14 .88 vs. Provious Year -4 12% vs. Previous Year
Trafling 12 Months: 18.26 vs. Provious Quarter 400 .00% vs. Previous Quarten
PEG Ratio 2.81

Price Ratios ROE ROA

Price/Book 1.684 1203105 ~ 12131105
Price/Cash Flow £.63 0W30/05 10,17 089/30/05

Price / Sales 1.53 (830105 10.385 0B/30/05

Current Ratio Cuick Ratio Operating Margin
12731708 - 1213105 - 123105

QW30/05 0.94 08/30/05 049 08/30/05

06/30/05 1.08 06/30/05 0.76 06/30/05

Net Margin Pre-Tax Margin Book Value
12131705 - 1213105 ~ 1213105

OW/30/05 11.86 08/30/05 11.86 08/30/05

OB30/05 11.38 06/30/05 11.38 D8/30/05
inventory Turnover Debt4o-Equity Debt to Captial
12031405 “ 1213105 - 12I3105

DO/30/08 813 09730405 0.81 09/30/05

0673045 8.85 08/30/05 D88 068/30/05

http://www.zacks.com/research/print.php?type=report&t=NWN

Page 2 of 2

2.50
2.50

~80.15%
134 .99%

325
3.47

7.70
7.41

20.69
21.48

47.78
46 .84
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» PROFIT FROM THE PROS
Zacks.com Quotes and Research

PEOPLES ENERGY CORP PGL tvwvse) S LA Scotirade ($7° T

People's Energy Corporation is solely a holding company and does not engage directly in any business of its own.
Income is derived principally from the company’s utility subsidiaries, The Peoples Gas Light and Coke Company and
North Shore Gas Company. The company also derives income from its other subsidiaries, Peoples District Energy
Corporation, Peoples Energy Services Corporation, Peoples Energy Resources Corp., Peoples NGV Corp., and
Peoples Energy Ventures Corporation.

(Genearal information
PECPL ENERGY CP

130 East Randolph DOrive

24t Foor

Chicago, I 808018207
Phones 312 2404000

Fax: 312 240-7534

Web: www.peoplesenergy.com
Emall pecstock@pecorm.com

Industry UTIL-GAS DISTR
Sector Utilities

Fispal Yesr End September

Last Reported Quarter 1243105

Naxt £PS Date 0472872006

Prive and Volums Information

[PRLY J0Bay Closing Prices

Zacks Rank 3 Ik
Yesterday's Close 3643 :j:
52 Weak High 4542 6.8
52 Week Low 35.04 6.6
Beta 0.47 6.4
20 Day Moving Average 340,340 \/m/ 3.2
Target Price Consensus 385 o e
21T B

% Price Change % Price Change Relative to S&P 500

4 Week 3148 4 Week -(.44
12 Week D16 12 Wesk ~2 87
YT 388 YD 1.36
Share Information Dividend Information '
Shares Outstanding 3807 Dividend Yield 5.98%
(millions) o Annual Dividend 82.18
?ﬁigﬁ ;ﬁ;z&piiaiizatmn : 1,384 32 Payout Ratio .82
Short Interest {shares) 3,631,574 Change in Payout Ratio 0.04
Short Ratio 1509 Last Dividend Payout/ Amount  12/20/2005 / 50.55
Last Spiit Date NiA

ERFS Indormation : Consensus Recommendations
Current Quarter EPS Consensus Estimate 1.29 Current {1=8trong Buy, 528trong Sell) 3.40
Current Year £PS Consensus Estimate 2.19 30 Days Ago 3.40

http://www.zacks.com/research/print. php?type=report&t=PGL 212172006
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Estimated Long-Term EPS Growih Rate 4.00 80 Days Ago 3.33
MNext EPS Report Date (4/28/2006 90 Days Ago 3.33

Fundamaenta! Ratios

PIE EPS Growth Sales Growth
Curreni FY Estimate: 16683 vs. Previous Year 20.78% vs. Previous Year 42.71%
Trailing 12 Months: 13.64 vs. Previous Quarter 38947% ws. Previous Quarter: 177 43%
PEG Ratio 4.16

Price Ratios ROE ROA
Price/Book 1.74 1273105 1217 123105 286
Price/Cash Flow 8.54 QY3005 1141 09/30/05 2.86
Price / Sales 0.48 06/30/05 10.83 06/30/05 286
Currernt Ratio GQuick Ratio Operating Margin
1243106 1.04 1273008 1.03 12/31/05 3.51
09r30/05 1.00 089/30/08 0.72 09/30/08 3.68
GB/30105 1.07 06/30/08 (.83 06/30/05 3.62
Net Margin Pre-Tax Margin Book Valug
12131708 1,77 12713105 1.77 1213108 20.98
QY3045 4.72 09/30/05 4.7¢ 09/30105 20.98
OB130/05 420 08130/08 v 4,20 G8/30/05 2314
fnventory Turnover Debtto-Equity Debt to Captial
12731105 13.83 123105 1.12 1273105 52.74
Ga730/05 10.88 09/20/08 1.12 09/30/05 52.81
08/30406 11.35 08/30/08 1.02 06730/05 50,49

http://www.zacks.com/research/print.php?type=report&t=PGL 2721720006
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4\ PROFITFROM THE PROS
Zacks.com Quotes and Research

SOUTH JERSEY INDS INC  SJ1 (NYSE) SRS Scottrade

South Jersey Inds Inc. Is engaged in the business of operating, through subsidiaries, various business enterprises,
The company's most significant subsidiary Is South Jersey Gas Company {SJG). SJG is a public utility company

| engaged in the purchase, transmission and sale of natural gas for residential, commercial and indusirial use. SJG

; also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline

| system and transports natural gas.

General Information
SOUTH JERSEY IN
1 South Jorsey Plazg
Folsom, NJ 08037
Phone: 609 561-8000
Fax: 608-704-1808
Web: www gjindustries.com
Email investorrelations@sjindustries.com

inddustry UTIL-GAS DISTR
Sector: LUtilities

Fiscal Year End December

Last Reported Quarter 12/31/05

MNext EPS Date 02/28/2006

Price and Yolume Information

L8311 J-Day Clesing Prices

Zacks Rank 4 9.5
Yesterday's Close 29.30 In.0
52 Week High 32.00 29,5
52 Week Low 26.49 8.
Beta 0.25 5.5
20 Day Moving Averags 83,350 5.0
Target Price Consansus 32
% Price Change % Price Change Relative to S&P 500
4 Waek 181 4 Week ~1.78
12 Waek 937 12 Week 8.06
Y10 385 YD 4852
Share Information Dividend Information
Shares Culstanding 0g.7¢ Dividend Yield 3.07%
(mgilsmgf _ Annual Dividend 30,90
gﬁi;ﬁziﬁw italization 841.03 Pavout Ratio 0.00
| Short Interest (shares) 855,204 Change in Payout Ratio 0.00
Short Ratio g 04 LostDividend Payout / Amount 1210772605 1 50.22
Last Split Date 03/04/1993
EPS Information Consensus Recommendations
Current Quarter EPS Consensus Fstimate N/A Current (1=8trong Buy, 5=8irong Sell) 2.67
Current Year EP8 Consensus Estimate 1.75 30 Days ago 2.67

http://www.zacks.com/research/print.php2type=report&t=8J1 272172006
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Estimaled Long-Term EPS Grovwin Rate

Next EPS Report Date

Fundamental Ratios

PIE

Current FY Estimate:
Trailing 12 Months:
PEG Ratio

Price Ratios
Price/Book
Price/Cash Flow
Price / Sales

Gurrent Ratio
12131105
09130/05
06/30/05

Met Margin
12131105
G930405
0B/30/05

inventory Turnover
1231106
09/30/05
OBI30/05

16.10
16.01
2.568

2.35
11.57

0.8
0.97

9.81
9.67

8.66
9.00

6.00 60 Days Ago

(2/28/20086 90 Days Ago

EPS Growlh
v&. Previpus Year
vs. Fravious Quarier

ROE
12131105
09/30/05
UB/30/05

Quick Ratio
12/31405
0Y/30/05
06B/30405

Pro-Tax Margin
12731505
OW30/05
O8130/08
Debt-to-Equity
12731705
09/30/05
GB8/30/05

500.00%
~68.67%

14.16
13.84

0.52
0.64

9.81
867

0.87
0.87

http//www.zacks.com/research/print.php?type=report&=SJ]

Sales Growth
vg, Previous Year

vs. Previous Quarter:

ROA

12131105

09/30/05

(630105
Operating Margin
1213105

09730105

0B/30/08

Book Value
12131705
(9730705
0B/30/05
Debt to Captial
12131105
$Y/36/05
O630405

Page 2 0f 2

267
2.67

22.44%
1.90%

4.14
410

579
573

13.03
1315

45.45
46.49

2/2172006
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SOUTHWEST GAS CORP  8WX (uvse)

Page 1 of 2

Sponsorad by mﬂrm

SOUTHWEST GAS CORP. is principally engaged in the business of purchasing. transporting, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities through
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary.

General Information
SOUTHWEST GAS

5241 Spring Mountain Road
P.O. Box 88510

Las Vegas, NV 881838510
FPhone: 702 878-7237

Faw: 702 B73-3820
Web: www . swgas.com

Email None

Industry UTIL-GAS DIBTR
Seactor: Utilities

Fiscal Year End December

Last Reported Quarter 12/31/06

Nexd EPS Date Q3/113/2008

Price and Volume Information

Zacks Rank 3
Yesterday's Close 27.15
52 Week High 2822
52 Week Low 2370
Heta (.28
20 Day Moving Average 108,780
Target Price Consensus 2525

% Price Change
4 Waek

12 Week

YT

Share Information
Shares Duistanding
{millions}

Markst Capitalization
{rrilfions)

Short Interest (shares)
Short Ratio

Last Bpiit Date

EPS information

Current Quartey £P8 Consensus Estimate
Current Year EPS Consensus Estimate
Estimatad Long-Term EPS Growth Rate

1% [SHMT 38-Day Closing Prices |

g.82
184
284

3g.12

1.062.22

1,325,304
13.41
N/A

1.02
1.356
6.00

; 2.9
A,
{“V/ ’g”” 28. 4
&”w\% 7.8
} %
N 27,4
X\‘?f)f Hhm, . /
v
FiZ- % TEE%
% Price Change Relative 1o 8&P 500
4 Week .85
12 Waek -1.25%
YTD (324

Dividend Information

Uividend Yield 3.02%

Annual Dividend $0.82
Payout Ratio Q.00
Change in Payout Ratio EREY
Last Dividend Payout 7 Amount TI1072005 7 80.20
Consensus Recommendations
Current {1=8trong Buy, 5=8trong Sell) 3.00
30 Days Ago 300
30 Days Ago 300

272172006
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Next EPS Report Date 03/13/2006 90 Days Ago 3.00
Fundamental Ratios
ME EPS Growth Bales Growth
Current FY Estimate; 14.25 vs. Provious Year 15.89% vs. Previous Year 18.46%

Trailing 12 Months: 18.22 ws. Previous Quarter -514.20% vs. Pravicus Quarten -13.25%
PEG Ratio 2.38
Price Ratios ROE ROA
Price/Book 1.39 12131405 ~ 1273105 -
Price/Cash Flow 4.83 089/30/05 7.31 Q9/30/05 1.87
Price / Sales - 0830705 733 0830005 1.85
Current Ratio Quick Ratio Oparating Margin
12i31405 « 12/31/105 ~ 1231705 -
08130405 0.768 0%/30/05 0.76 (930105 322
OB/30/05 .93 06/30/05 0.93 08730105 3.22
Net Margin Pre-Tax Margin Book Value
12/31/05 - 123105 - 42305 -
G9/30/05 505 08/30/05 5085 09730105 19.61
QEIANAS 508 08/30/05 508 08/30/05 20.09
Inventory Turnover Debt-to-Equity Debt to Captial
12131708 =~ 12{3105 - 12305 R
O9/30/05 - $8/30/05 1.66 0930105 82.44
0673008 - 08730105 1.68 06/30/05 8278
http:/www.zacks.com/research/print.php?type=report&t=SWX 272172006
i
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i L PROFIT EROM THE PROS
Zacks.com Quotes and Research

WGL HLDGS INC  WGL (NYSE) SRS Seottrade ic

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas o metropolitan Washington,
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company
{Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including
Winchester, Middletown, Strasburg, Stephens City and New Market, Virginia, and Martinsburg, West Virginia,

General Information
WGL HLDGS INC

101 Constitution Ave, NW
Washington, DC 20080
Phone: 703 750-2000

Fax; -

Web: www.wglholdings.com
Emait: apennix@washgas.com

industry UTIL-GAS DISTR
Sector: Utilities

Fiscal Year End Sepitember

L.ast Reported Quarter 12131/05

pext EPS Date 0472672006

Price and Yolume Information

IHGLY J0<Day Closimg Prices ..

Zacks Rank 3 e e
Yesterday's Close 30.55 112

52 Week High 34.52 31,0

52 Week Low 2967 5.8

Beta 0.22 z::

20 Day Moving Average 258,085 36,2

Target Price Consengus 30 .8

% Price Change % Price Change Relative to S&P 500

4 Week 3,00 4 Week 0.03
12 Week 136 12 Week «3.71
YT 163 YD -1.05
Share Information Dividend Information
Shares Q;&f&?@ﬂﬁiﬂg 48.75 Dividend Yield 4.35%
tmiflons) Annual Dividend $1.33
;ﬁﬁ‘fgé g*‘*@*w’mm 1,489.43 Payout Ratio 0.66
Short interest (shares) 3,489,949 Change in Fayout Ratio .14
Short Ratio 1847 Last Dividend Payout/ Amount O1/06/2006 / 80.33
Last Bplit Date 05/02/1695

EPS Information Consensug Recommendalions
Current Quarter EPS Consensus Estimate 1.22 Current {1=8trong Buy, 5=Strong Sell) 3.00
Current Year EPS Consensus Estimata 1.83 30 Days Ago 3.00

hitp://www.zacks.com/research/print.php?type=report&t=WGL 212172006
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Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratlos

PIE

Currert FY Estimate:
Tradling 12 Months:
PEG Ratio

Price Ratios
Price/Book
Price/Cash Flow
Price / Sales

Current Ratio
12131405
09/30/05
08130405

Net Margin
12/31705

0B/306/05

0B/30/08

Inventory Turnover
12/31/08

0O/30/05

(8/20/05

16.38
1512
4.10

1.66
774
117

0.97
1.08
112

11.03
7.81
16.75

5.20
5.00
7.98

4.00 80 Days Ago

(04/26/2006 90 Days Ago

EPS Growth

vs. Pravious Year
vs. Pravious Quarter

ROE
12131705
09/30/05
06730005

Quick Hatio
12/31/05
09/30/05
G6/30/05
Pre-Tax Margin
12131405
0B/30/05
06/30/08
Debt-to-Equity
12731405
09730405
0B/20/05

341%
464 .00%

10.73
10.71
10.37

.66
042
0.78

11.03
7.61

1875

0.61
065
0.57

http://www. zacks. com/research/print.phpiype=report&t=WGL

Sales Growth
v8, Previous Year

v&. Previous Quarter;

ROA
12131705
(9730105
06/30/08

Operating Margin
12131405
09430405
O6/30/05

Book Value
12131705
09/30/05
DE/30I05

Debt to Captial
123105
(873005
DB/30/05

Page 2 of 2

3.00
3.00

197 74%
124 .40%

3.58
3.69
3.56

7.74
10.23
9.67

18.91
18.36
18.94

37.10
38.78
35.52

2/2172006
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. WATER UTILITY INDUSTRY

1392

Infrastructure costs in the Water Utility Indus-

try will continue {0 rise over the long term. Larger

companies will acquire smaller onesin an effort to
achieve economies of scale. v
Foreign companies had been buying a number
of U.8, water utilities, but that trend appears to be
waning. - : : ' :
Water utility stocks are ranked to underperform
the market over the coming 12 months; however,

-conservative investors can find attractive risk

adjusted choices here. .

The Need For Consolidation I
Long-term trends in the Water Utility Industry indi-
cate that infrastructure costs will steadily rise. Many of

the facilities and pipes that now purify and transport

drinking water were built about 100 years ago. Ongoing
upgrading and replacement are necessary for these old
systems to remain in compliance with rules laid out by
the Environmental Protection Agency (EPA). The cost of
fixing and upgrading these gystems is significantly
higher than in the past (even adjusting for inflation}

-because more-expensive materials need to be used for
_modern construction. Moreover, transportation costs are
< much higher and should continue fo rise, as nearby

sources of water are depleted and farther-away bodies of
waber must be used. Water is quite difficult and expen-
sive to move because it is heavy and cannot be com-
pressed. Also adding to industry costs is the ongoing
issuance of guidelines from the EPA that typically re-
quire water utilities to comply with more-siringent
water-purity standards. Industry sources estimate that
about §m billion will be needed over the next 20 years
to fund necessary water-system infrastructure improve-
ments, : , : ‘ . .

Bmall and mid-sized water companies usually wel-
come large-scale suitors. Smaller utilities generaliy lack
the funds needed for long-term structural improve-
ments, and might risk being out of compliance with local
and federal laws at some point down the road. In an
effort to prevent this unpleasant scenario from happen-
ing, many of these smaller companies ‘welcome larger
utilities that have the capital resources to remain in
compliance with the law. The larger company gains
greater geographic diversity from its acquisitions, which

-helps lessen its susceptibility to weather fluctuations

that might cause volatility in earnings. Acquirers also
benefit from economies of scale in which costs are
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generally reduced. Too, the regulatory-intensive nature
of the Water Utility Industry means thaf some specific
local governments might be more uncooperative with the
utilities than other compurable local officials. A larger
territory lessens the impact of a particularly onerous |
regulatory atmosphere.

Acquisition Update

Foreign companies have purchased a large number of
domestic water utilities over the past year. These global
water companies are atiracted to this country’s rela-
tively safe political climate and its trend towards the
privatization of .municipal water and wastewatér sys-
tems. Currently, there is concern among investors that
the large premiums paid for US. takeover targets,
which approached three times book value, will become
more infrequent. British utilities are having regulatory
difficulties at home thatl stand to weaken their designs
on the 1.8, market. Consequently, there appear to be
fewer bidders in the market, ‘

_‘SQWA Regulations

The Safe Drinking Water Act (SDWA) of 1974 .
{amended in 1996) authorized the EPA to work with
state and local governments to test for five potential

impurities in drinking water every five years. The EPA

mandates what levels of a certain contaminant is accept-
able per a specified amount of water. Water utilities
typically spend about 15% to 50% of their annual capitai
outlays in efforts to comply with SDWA guidelines,
These companies muist also stay in compliance with the
Clean Water Act, and numerous state and local laws, At
present, the EPA is considering lowering the allowable
level of arsenic in drinking water from 50 parts per
billion (ppb) to 8 ppb. This measure wouid be controver.
sial because it would be lower than the standard of the
World Health Organization {10 ppb) and would poten-
tially cost domestic water cornpanies billions of dollars.
Investment Advice s ; :
Most of the water utility stocks that are covered in this
review are not timely for the coming six to 12 months.

‘Nonethseless, favorable Safety ranks among the group

make some of these isSues appealing for risk-averse

investors seeking decent dividend yields.

- Joseph Espaillat
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- .structure improvements as part of the pending econoric
. stimulus legislation. s 7o ¢ a e
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. "o Infrastfucture costs in the Water Utility Industry will
- likely rise dramatically over the next 20 years. These.
-companies have to maintain and upgrade their systems
.continually in.order to remain in compliance with in-,
. oeasingly stringent rules issued by the Environmental:

- tem over the next 20 years:” "o
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priorities in the Water Utility Industry.

" Longderm trends in the industry indicate that

‘the " cost "of maintaining - and upgrading

. waterfwastewater systems will rise. The industry

is consolidating, with larger companies acquiring

smaller operators to-achieve economies of seale,

« Water Utility stocks are ranked to underperform
the year-ahead market, though some of these is-
sues offer conservative investors appealing risk-

adjusted, total-return potential.

g "

. In response to the events of September 11th; the néed

. tosecure water systams against terrorism has become

“top priority: for regulators. and water utilities. aliks,
“pushing-man{ other legislative issuss to the side. The
'FBI has stated that water companies should be on alert
for potential threats'in the months ahead, Many water
‘companies are already heeding this warning, and incur-

. ring additional costs-in.the process that may lmit

inear-term bottom-line growth. Also, the industry and
“regulators -are working together to provide approxi-

.« ‘mately-88 billion in federal funds for immediate infra<

[

4,

Y- 1 RstEs . el R

Protection Agency (EPA) and local regulators. Many of
the facilities and pipés that now treat and transport
drinking water were built about a century ago. The costs
-of replacing those §ystems aré significantly higher these

: days; even adjusting for inflation. &dding to the cost is

the fact that nearby bodies of water tend to get depleted

+ and expensive to use, so more-distant sources of water
" must be brought in to keep up with increasing demand -

“for purified water. Water is difficult and costly to trans-

‘needed to upgrade the nation’s water-distribution sys-

| The costs of staying in compliance with drinking water * -
+ laws are especially onerdus for smaller regional opera- .~ "/ .

- WATER UTILITY ‘lN_DUSTRY

The events of September 11th have aligreﬂ many

B 'sgqxe local regulators. v N

T o TR
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" tors, since they have a limited base of customers over
which to spread these costs. Small and mid-sized utili-
“fies ‘generally welcome takeover offers from larger ad-
. quirers because of their superior capital resources. The
acquiring utility attempts to achieve economies™of scale .’
through the transactions. Also, it gains greater geg<:”
graphic diversity, and that can reduce its susceptibility
to unfavorable weather patterns and potentially burden-

X

. .. Large-scale foreign acquirers have been very inter-: |
wested in purchasing domestic water utilities over the
- past few years, and the latest evideriée is the generous™
" takeover offer RWE AG made for American Water Works, -
“the nation’s largest public water company RWE, a
Germany-based firm, stands to gain cost synergies inthe
deal, along with geographic diversity in a politically.
. stable country. Foreign utilities have been fascinated
with: the risk-adjusted earnings potential of U.S. water
“companies, and they are likely to continuing their buy-
ing apree over the next few years. As such, the numberof
investor-owned water providers with:large territoriesis |
+'steadily dwindling.. This development, gives additional .~
 hopa to those U.8. water utilities and investors looking © -
. for substantial buyout offers, 5" et 0
i SDWA Regulations = - . , B
""The “Safe Drinking Water Act (SDWA) of 1974 .
{amended in 1998) authorizes the EPA to work with
state and local governments to test for five potential
impurities in drinking water every five years. The EPA
- mandates what levels of a certain contaminant {g'accept-,
" able per a specified amount of water. Water utilities <x!
usually spend 4 significant portion of their annual”
capital budgets of efforts to stay in compliance with -
#»8DWA guidelines. These companies. must also comply /i .
~ with the Clean Water Act, and numerous state and local -

o

Claws,

investment Advice .

- post; since.it is-heavy: and incompressible. All in, all,. .~ The Watér Utility stocks in this review are not timely - |
" industry sources estimate that over $140 billion will be

for investment over the next six to 12 months, Nonethe- 4

: sless, a few of these issues possess favorable Safety ranks .

“and solid dividend-growth prospects that may appeal to

congervative investors, SRS - N
; ' SRR v -dJoseph Espaillat -
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Infrastructure costs in the Water Utility Indus-
try will rise considerably over the coming 20
years, Conseqguently, larger companies are buying
smaller ones in an attempt to achieve economies
of scale, ' .

Water utility stocks are ranked to perform in the
middle of the pack over the coming 12 months.
Nonetheless, conservative investors can find
above-average Safety ranks and attractive divi-
dends in the group.

Industry Consolidation

Infrastructure costs in the water utility industry will
likely soar over the next two decades, These companies
must constantly repair and upgrade their existing
water/wastewater systems in order to comply with in-
creagingly strict rules issued by the Enviremmental
Protection Agency (EPA) and loeal regulators. Many of
the facilities and pipes that transport water were con-
structed over 100 years ago. The costs of replacing these
systems is considerably higher now than 1 was in the
past, even adjusting for inflation. Too, the ongoing deple-
tion of nearby sources of water forces many water
utilities to obtain water from more-distant, more-

expensive sources, Water is difficulf and costly to trans-

port because. it is heavy and incompressible, Nonsthe-
less, utilities must continue o keep pace with rising
demand for drinking water from growing residential and
industrial customers. Recent estimates are that it will
cost hundreds of billions of dollars to replace and up-
grade falling water infrastructures over the next 20
years. This amounts to more than the entire current
assets of the water industry in America. Much of these
costs will likely be financed by federal spending and

‘higher water rates. Nevertheless, water utilities are

going to have to ante up much higher capital invest.

ments over the coming years. : ‘
The costs of staying in compliance with drinking water

laws are especially onerous for smaller regional compa-

pies because they have fewer customers over which to -

spread their costs. Small and mid-sized water utilitfes

" tend to welcome takeover offers from larger, better-
capitalized companies so that they can utilize the bigger

firm's superior resources. For instance, the EPA's new

‘rules on the allowable levels of arsenic in drinking water

{10 parts per billion by January, 2008) is compelling
gomme gmmaller utilities to merge with larger ones in-an
effort to remain in compliance with the new standards.
By purchasing these smaller entities, large utilities seek
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to achieve economies of scale. Also, a bigger company
gains greater geographic diversity that can reduce its
susceptibility to unfavorable weather patterns and po-
tentially burdensome local regulators. For example, the
regulatory climate in California has been extra costly for
utilities in the past couple of years, so companies, such
as Californic Water, have been actively locking for
acquisition targets outside of the state. On a positive
note, the passage of a new law in California will allow
water utilities to charge higher rates fo customers (sub-
ject to refund) if regulators do not render decisions on

. rate cases within established processing periods. This

ought to improve revenues for three out of four compa-
nies in this review.

Recent Challenges

The events of September 11, 2001 have introduced a
whole new set of challenges for the industry. Companies
have been spending a lot of time, energy, and money on
making sure that their water systems are reasonably
secure from potential terrorist attacks. Utilities have
turned to local and federal regulators for relmbursement
and additional funding, but the amount and timing of
future funds is uncertain, Also, insurance costs have

‘svared in the past year, as ingurers are now more

reluctant to cover gompanies, like water utilities, that
can potentially have catastrophic losses.

SDWA Regulations

The Safe Drinking Water Act {(SDWA) of 1974
{amended in 1998) authorizes the EPA to work with
state and local governments to test for potential impu-
rities in drinking water. The EPA mandates what par-
ticular level of a certain contaminant is acceptable per a
specified amount of water, Water ulilities routinely
spend large portions of their annual capital expendi--
tures on efforts to remaln in compliance with S%AWA
‘guidelines, These companies must also comply with the
1972 Clean Water Act, and numerous other siate and’
iocal laws, another costly endeavor.

Decent Grounds For Conservative Investors
The water-utility stocks in this review are unlikely to
aubperform the year-ahead market. Nonetheless, they -
offer above-average Safety ranks, atiractive dividend
yields, and decent risk-adjusted total-return potential.
N o Joseph Espailiet
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The Water Utility Industry’s consolidation con-
tinues to gain momentum, as industry leaders look
for opportunities to buy out smaller companies
that are struggling to keep up with escalating
infrastructure costs and heightened regulatory
requirements.

Water Utility stocks are unlikely to outperform
the broad market for the year ahead. With that
said, however, some of these issues offer conserva-
tive investors attractive risk-adjusted, total-
return potential.

Government Regulations

In order to keep water supplies safe, national purifi-
cation standards have been established that the water
industry is required to meet. Amended in 1996, the Safe
Drinking Water Act (SDWA) of 1974 authorizes the
Environmental Protection Agency (EPA) to work with
state and local governments to periodically test for
impurities in drinking water and regulate the levels of
contaminants that are acceptable per a specified amount
of water. These standards take into account the health
effects of chemicals, measurement capabilities, and tech-
nical feasibility. One of the most significant contami-
nants that the industry screens for is arsenic, a natu-
rally occurring substance. However, the EPA is in the
process of lowering the tolerated amount of arsenic to 10
parts per billion from 20 parts currently. The change is
expected to be in effect by January, 2006. Large chunks
of water utilities’ annual capital budgets are already
spent on infrastructure maintenance and improvements
in order to stay in compliance with the SDWA, the Clean
Water Act, and numerous state and local laws. This
percentage is likely to climb even higher, as fears of
terrorism have prompted officials to further tighten
regulation requirements.

Rising Infrastructure Costs

Along with the necessity to remain in compliance with
increasingly strict water purity standards, water com-
panies are also being pressured to continually upgrade
aging facilities. Many of the water/wastewater systems
that are presently in use were built over 100 years ago
and are growing outdated. The costs associated with
replacing these systems are dramatically higher now
than when they initially were put in place. The EPA and
other industry sources indicate that hundreds of billions
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of dollars over the next 20 years will be needed to repair
the nation’s entire water system. The Water Infrastruc-
ture Network believes that there will be a $12 billion
annual shortfall for wastewater infrastructure over that
period, and long-term help from the federal government
is needed to solve the problem. Water companies will
most likely foot the majority of the bill, though, as
budget deficits at state and local levels will limit funds
dedicated to the industry.

Industry Consolidation

With the costs of meeting safe drinking water guide-
lines on the rise, many smaller companies lack the funds
to commit to long-term structural improvements. As
such, these smaller water companies have been increas-
ingly willing to accept takeover offers from larger suitors
with significantly greater capital resources. The larger
utilities benefit from economies of scale, which enables
them to reduce overhead. In addition, the acquisitions
usually enhance geographic diversity, reducing a compa-
ny’s vulnerability to weather fluctuations. Then, too, a
multistate territory helps to alleviate a company’s expo-
sure to especially onerous regulatory atmospheres.
Large foreign utilities have been particularly active in
recent years, swallowing up domestic water companies
in an effort to gain exposure to the United States’ steady
population growth.

Investment Advice

None of the stocks under review are timely at this
juncture, as poor weather conditions have resulted in
inconsistent earnings patterns. Although Philadelphia
Suburban, California Water Services Group, and Ameri-
can States Water all have below-average total-return
potential out to 2006-2008, income-oriented investors
might may find one of these stocks attractive, given their
favorable risk profile. Income-bearing stocks have
gained some additional popularity of late, because of the
recent federal tax bill that reduced the top rate investors
pay on dividend income to 15%. As usual, though, we
recommend that potential investors careful review indi-
vidual reports before making any new commitments.

Andre J. Costanza
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The Water Utility industry continues to rank
near the bottom of the Value Line investment
universe. Infrastructure costs will limit earnings
for at least the near future, as the high expenses
associated with maintaining and improving the
country’s water-distribution systems continue to
rise.

However, it appears that relief is on the way for
some companies. Favorable regulatory rate case
rulings have been handed down across the coun-
try and look as though they might become the
norm.

Meanwhile, consolidation remains the name of
the game. Although many of the industry’s smaller
players lack the capital requirements to meet
growing government regulations, larger compa-
nies are using the consolidation as way to boost
profitability via growing its customer base.

Infrastructure Costs

Infrastructure costs continue to climb higher as water
utility companies, with little help from strapped govern-
ment branches, are forced to deal with maintaining and
upgrading existing facilities. Costs are becoming an even
greater concern as time passes because a number of the
functioning systems currently in place are over 100
years old and in need of significant repair. That said, we
believe that it will take hundreds of billions of dollars to
renovate existing pipelines over the next few decades. To
make matters worse, the costs of staying in compliance
with regulatory laws are growing even more difficult,
due to fears of terrorist activities against the country’s
drinking supplies. Although the Safe Drinking Water Act
(SDWA) of 1974 remains the authority for the safety and
purity of drinking water, recent amendments are mak-
ing compliance even more demanding. In 1996, an
amendment authorized the Environmental Protection
Agency (EPA) to step up local compliance levels. And,
governing law-makers now insist that the EPA work
with local and state governments to test for impurities in
drinking water and to regulate the levels of contami-
nants that are acceptable.

A Buying Opportunity

The growing regulations and costs associated with
staying in compliance with government standards re-
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lated to the quality and purification of drinking water is
forcing many of the smaller water companies to look to
larger suitors. Bigger companies with the market scale
to withstand the current onslaught of costs are clearly
taking advantage of this situation. Indeed, these firms
are growing their businesses at relatively low costs as
well as diversifying their operations into less regulated
and more-rapidly developing areas of the U.S. Aqua
America is a perfect example, making nearly 20 acqui-
sitions since the close of last year. Aqua recently pur-
chased a number of Pennsylvania-based companies in
order to help drive top-line growth. We anticipate that
the current consolidation theme will persist, as we
expect restructuring costs to continue to rise.

Regulatory Assistance

Although water utility company’s have been forced to
deal with lethargic case rulings in the past couple of
years, some governing bodies are picking up the pace. In
California, for example, the California Public Utilities
Commission (CPUC) has handed down a number of
favorable rate-relief rulings in recent months, and more
are expected. With the California electric crisis seem-
ingly in the rearview mirror, the current administration
seems intent on delivering more timely assessments.
American States Water Company and California Water
Service Group have both seen profits benefit from recent
case rulings over the past quarter.

Investment Advice

Most investors will want to take a pass on the stocks
covered in the next few pages, as they offer uninspiring
returns out to decade’s end. In addition, not one of the
stocks in this edition is ranked to outperform the market
in the next six to 12 months. Nonetheless, income-
oriented investors may like the industry’s solid dividend
yields. California Water may have some added appeal for
the risk-averse, given its above average Safety rank.
Still, we advise that potential investors carefully review
the individual reports in the ensuing pages before mak-
ing a commitment to any of the stocks mentioned above.

Andre J. Costanza

Composite Statistics: Water Utility Industry
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- -- -- -- Nil Nil | AFUDC % to Net Profit Nil
50.3% | 524% | 53.9% | 51.2% | 51.0%| 51.0% | Long-Term Debt Ratio 50.0%
49.3% | 47.2% | 45.9% | 48.6% | 49.0% | 49.0% | Common Equity Ratio 50.0%
1661.0 | 18407 | 19736 | 22964 | 2615 2870 | Total Capital ($mill) 3550
23425 | 25322 | 2751.1 | 3186.11 3400} 3605 | Net Plant ($mill) 4150
70% | 68%| 70%| 59%| 6.5%| 7.0%| Return on Total Cap'l 7.0%
10.7% | 1068% | 11.2% | 88%| 9.5%| 9.5% | Returnon Shr. Equity 10.0%
10.8% | 10.7% | 11.2% | 88% | 9.5%| 8.5% | Retum on Com Equity 10.0%
36% | 33%| 38%| 25%| 35%| 4.0%| RetainedtoCom Eq 4.5%
67% | 69% | 66%| 72%| 62%{ 58% | All Div'ds to Net Prof 52%
18.6 226 215 26.0 Bold fbures are Avg Ann’l PIE Ratio 18.0
1.21 1.16 147 149 Vaive Line | Relative P/E Ratio 1.20
36% | 34% | 31%| 28% ““’%"‘“ Avg Anrvi Div'd Yield 3.5%
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After showing some brief signs of a turnaround
last year, the Water Utility Industry appears to
have reverted back to its old ways. Feeling the
effects of uncooperating weather conditions and
high infrastructure costs, the stocks in this indus-
try have had trouble meeting earnings expecta-
tions and, as a result, have sorely underperformed
the broader market in recent months. In fact, none
of the water utility stocks that are covered in the
next few pages are ranked better than 3 (Average)
for Timeliness, based on our momentum based
ranking system. As a whole, the industry ranks
near the bottom of the Value Line investment
universe.

And the future does not look much brighter.
Although a more favorable regulatory landscape
and normalized weather conditions ought to pro-
vide a better landscape, we are concerned that
rapidly growing infrastructure costs will continue
to undermine this group’s earnings out to late
decade.

Easing Tensions

Although designed to keep a balance of power between
consumers and providers, regulatory authorities, have
long been a thorn in the side of water utility companies.
Rate relief case decisions had often been unfavorable
and untimely, with some rulings being pushed off for as
long as two years. But, it finally looks as though things
are taking a turn for the better, especially in the state of
California. The California Public Utilities Commission
(CPUC), which is responsible for ruling on general rate
case requests in the Golden State, has been handing
down more-favorable and timely decisions in recent
months, thanks, in part, to the efforts of Governor
Schwarzenegger. He has replaced members thought to
be antagonists of rate relief with more-business-friendly
members, and additional moves may be in the works.
The recent changes makes for a favorable backdrop for
water utility companies operating in California, such as
American States Water Co. and California Water Service
Group.

Costs
But, while regulators are easing their stance on rate

case decisions, this does not look to be the case for
infrastructure demands. Many of the current infrastruc-

INDUSTRY TIMELINESS: 93 (of 98)

tures are upwards of 100 years old and are in severe
need of maintenance and, in some cases, massive reno-
vations and rebuilding. And, given the geopolitical vola-
tility worldwide and the heightened threat of bioterror-
ism on U.S. water pipelines and reservoirs, these costs
are likely to continue to only rise, as companies strive to
comply with EPA water purification standards. Infra-
structure repair costs are expected to climb in the
hundreds of millions of dollars over the next two de-
cades, putting many smaller water companies at a
distinct disadvantage. With a dearth of resources to fund
these improvements, many such companies are being
forced to sell. But, given the current landscape, larger
companies with the flexibility and capital to deal with
the higher costs are utilizing the weakness to add
additional legs of growth to their businesses. Aqua
America, the largest water utility in our survey, for
example, has made more than 90 acquisitions in the past
five years, doubling its revenue base during that time.
The company does not seem to be slowing its aggressive
spending ways and has the highest return on equity of
any of the stocks that we cover here.

Investment Advice

Most investors will probably want to take a pass on
the stocks in this industry. Typically market laggards,
not one of the issues covered in the next few pages
stands out for near-term or long-term capital gains
potential. The limited financial resources of most of
these companies, along with the capital-intensive nature
of the industry, will probably limit any substantial
growth out to late decade.

Those seeking to add an income component to their
portfolio may find an attractive option here, though.
Each of the stocks in this industry carries an above-
average dividend yield, with American States Water and
California Water offering the highest percentages. Cali-
fornia Water offers some additional appeal, as it has a 2
(Above Average) Safety rank. As is always the case, we
recommend that all potential investors take a more in
depth look at the individual reports on the following
pages before considering making any future financial
commitments.

Andre J. Costanza

Composite Statistics: Water Utility industry
2001 | 2002 | 2003 | 2004 | 2005 | 2006 08-10
751.8 | 7944 | 8570 9856 | 1250 1350 Revenues ($mill) 1725
954 | 1066 986| 1224 155 170 | Net Profit ($mill) 235
40.2% | 38.8% | 40.0% | 39.4% | 39.5% | 39.5% | Income Tax Rate 39.5%
.- -- .- -- Nil Nil | AFUDC % to Net Profit Nil
524% | 53.9% | 51.2% | 50.0% | 52.0% | 51.0% | Long-Term Debt Ratio 48.0%
47.2% | 459% | 48.6% | 50.0% | 48.0% | 49.0% | Common Equity Ratio 52.0%
18407 | 1973.6 | 22964 | 25436 | 3000| 3400 | Total Capital ($milf) 4100
2532.2 | 27511 | 3186.1 | 3532.5| 4050| 4250 Net Plant ($mill) 5000
68% | 70%| 59%| 67%| 7.0%| 7.5% Return on Total Cap'l 7.0%
106% | 11.2%  88% | 10.7% | 11.0% | 11.0% | Return on Shr. Equity 11.5%
10.7% | 11.2% | 88% | 10.7% | 11.0%| 11.0% | Return on Com Equity 11.5%
33% | 38% | 25%| 46%| 50%| 5.0%)| Retainedto Com Eq 3.0%
69% 66% 2% 57% 60% 55% | All Div'ds to Net Prof 45%
26| 215 260| 255 Bold fibures are Avg Ann'l PIE Ratio 18.0
116 117 148 136 Valde Line | Relative PIE Ratio 1.20
31% | 3% | 28% ) 22%| *M™*™ | Avg Al Divd Yield 3.4%
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Selected Yields

3 Months Year
Recent Ago Ago
{2/08/06) {11710/08) (2/10/05)

3 Morths Year
Rucent Ago Ago
{2/08/06)  (11710/05) {2/10/05)

TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 550 5.00 350 GRMA §.5% 534 555 4.30
Foderal Funds 4.50 4.00 2.50 FHLMC 6.5% (Gous 548 5493 4.41
Prime Rate 7.50 7.00 5.50 ENMA B.5% 5717 573 4.27
Hi-day UP AP 4.50 4.01 2.5 FINBMA ARM 4.47 415 3.22
Zemonth LIBOR 4.74 4.33 279 Corporate Bonds
Bank CDs Financial (10year} A 543 5.46 4.86
§-muonth 287 2.21 1.78 brudusirial {25/30-year} A 8,91 565 .21
I-yenr 344 255 221 Lhiiny {25820 yem) A 569 5.64 510
H-yonr 337 348 3.5% Utitity (25/30-yesr] Baw/BBB 608 608 557
LS. Tressury Sscurities Foreign Bonds (10-Year}
omonth 4.51 388 2.51 Carada 4.23 4.4 418
Semonih 4.65 4.29 218 Gormany 348 3.52 345
Toyerar 4.65 4.37 2.93 Japan 157 1.58 141
S-ypar 4.5 4.48 366 Linited Kingdom 436 4.43 4.51
-year 4.54 4.55 408 Proferred Stocks
eyear {flation-protected) 2.04 2.08 1.52 Unitity A T3 7.7 880
Jyeer 4,85 4.74 447 Firmnpiat A 68.22 6.3% 582
3year Lovo 4.55 4.67 452 Financial Adustatle A NiA 551 518
: : , TAX-EXEMPT
oo Treasury Security Yield Curve Bon Buyer Indexss
20-Hond Indey {GOs) 4.42 4.55 4.2¢
25-Bond Index {Rovy) 514 5.2¢ 4.7%
e Gengral Obligation Bonds {GOs)
— o Teyuar Aaa 225 308 221
#.00%, P T-ypar A 3.37 337 2.38
e Seyear Aap 348 345 275
e Seyear A 375 373 302
Hignar Asa 184 384 338
. e Whyoar A 4.16 4.28 354
B00%A zszgﬁmyw Asa 437 459 432
ha 25/30-your A 4.64 445 4 54
— eI Revenue Bonds (Revs) {25/30-Year)
et A g Fohucation AA 4.%7 4,770 435
2. G - PR % “ 7 Eleciric AA 4,47 4.74 4.37
aMm Ss‘gm s - Housing AA 4.454 4. 7% 455
Hospitet AA 449 542 460
Tolt Roed Am 458 4.98 4.45

Federal Reserve Data

BANK RESERVES
{Two-Wonk Period: in Millions, Not Seasonatly Adjusted]
Recent Levels

Average Levels Over the Last...

271706 1718/08 Change 12 Whks. 286 Wks. 52 Whs.
Excess Reserves 1328 1290 118 1703 1804 17122
Borrowsd Reserves 44 160 <140 134 748 1o
Pt Freo/Borrownd Reserves 1288 O3 258 1568 1558 1524
MONEY SUPPLY

{One-Week Period, in Billions, Seasonaily Adjusted)
Recent Levels

Growth Rates Owver the Last...

1730406 1/23/08 Change % Mos. 6 Mos, 12 Mos.

M1 [Currency+demand deposity) 14083 13881 20,2 7.1% 2.3%

M2 M1 s savingsesimali tme deposits) £740.0 6758.1 “18.1 5.6% 4.4%

M3 (M2 +large time deposits) W28 102734 -1.8 9.8% 7 8%
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